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THE subject which created the greatest amount 
of interest last month was the Budget which 
was introduced by the Chancellor of the Ex- 
chequer on April 17th. He announced that 
the surplus on the past year amounted to 
£31,000,000, which he proposed to devote to 
the redemption of debt. There had been a 
great deal of speculation as to how the 
estimated surplus for the coming year would 
be applied, and especially as to whether any- 
thing would be taken off the Income Tax. The 
Chancellor estimated a surplus of £29,100,000, 
which he proposed to use first of all in 
restoring the cuts in the rates of unemploy- 
ment benefit which were made in the year 1931 ; 
next in restoring one-half of the cuts in the pay 
of Ministers, Members of Parliament, Judges, 
Civil Servants, Members of Defence Forces, 
Police, Teachers and Insurance Doctors and 
Chemists; and then in reducing the standard 
rate of Income Tax from 5s. to 4s. 6d. He 


ment benefit. 

It had also to be remembered that Income Tax 
payers suffered a further serious reduction in 
their incomes owing to the operation of the 
Conversion Loan, which reduced the rate of 
interest from 5 per cent. to 3} per cent. He 
therefore considered that their case for remission 
was overwhelming. Apart from this the Chan- 
cellor said he had no hesitation in coming to 
the conclusion that the relief which would confer 
most direct benefit upon the country and impart 
the most immediate and vigorous stimulus to 
the expansion of trade and employment would 
be a reduction in the standard rate of Income Tax. 


The only substantial criticism of the Chancel- 
lor’s proposals had relation to the application 
of the 1933-34 surplus. It was argued from 
various quarters of the House that there was a 
strong case for using the surplus to reduce the 
debt on the Unemployment Insurance Fund 
instead of applying it to the Sinking Fund, and 
this view is likely to be pressed strongly in the 
course of the discussion on the Finance Bill. 
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The Bill to amend the law relating to Arbitra- 
tions, which was originally introduced in the 
House of Lords, has now been passed by both 
Houses of Parliament. On the third reading in 
the House of Commons the Solicitor-General 
offered his congratulations to those associated 
with the promotion of the Bill. He said : 


“It is a technical and complicated Measure, 
but is an extremely useful addition to a branch 
of the law on arbitration which affects many 
people and many contracts. It will allow of 
certain deficiencies which have made them- 
selves apparent being remedied. Anybody 
who is familiar with the subject knows that a 
Bill of this kind must have required a great 
deal of care in its preparation, and I congratu- 
late those responsible for the work that they 
have done in the matter.” 


The Bill was drafted by a Committee, of which 
Lord Askwith was Chairman and Mr. J. R. W. 
Alexander (standing Counsel for the Society of 
Incorporated Accountants and Auditors) was a 
member. 


In the Report of the Chief Registrar of Friendly 
Societies for the year 1982, attention is called 
to the publication of an index of the Registrar’s 
reports for the years 1896 to 1928. Most 
of the reports are still obtainable from the 
Stationery Office, and the others can be inspected 
at the Registry, but the index makes the 
information which they contain more readily 
accessible. 


Apart from detailed particulars of disputes 
relating to Savings Banks, the contents of the 
Report are largely statistical. The total number 
of Friendly Societies on the Register at the end 
of the year was 31,354, as compared with 31,610 
at the end of 1931. The number of audits 
conducted during the year was 7,411; the 
number of auditors employed was 1,073, and the 
fees charged amounted to £131,675. These 
figures are very nearly the same as in the pre- 
ceding year, whilst the average number of audits 
conducted by each auditor, namely six, is also 
the same. It is recorded that 89 per cent. of 
the Public Auditors are either Chartered or 
Incorporated Accountants. This compares with 
73 per cent. in the year 1920, when the appoint- 
ments were first limited to members of those 
bodies. 


The surplus on the South African Budget, 
namely £6,500,000, exceeds the forecast to which 
we referred last month. After extinguishing 


the deficit of about £2,000,000 brought forward 
from the previous year, the remainder of the 
surplus is being applied to the extinction of debt. 
For the current financial year some important 
reductions of taxation are to be made, including 
the raising of the Income Tax exemption figure 
to £400, and the granting of a rebate of 20 per 
cent. on the normal Income Tax. The postage 
rate, both internally and to all parts of the 
Empire, is to be reduced to a penny, and the stamp 
duty on cheques is to be brought down to the 
same figure. Estates up to £15,000 are to be 
exempted from death duties, and the tax on 
fixed interest bearing securities is to be entirely 
abolished. 

In another column will be found a letter 
which appeared in The Times last month under 
the title of “ Poverty in Plenty” over the 
signatures of Sir Geoffrey Clarke and several 
other men well known in the commercial world. 
The contention put forward in the letter is that 
the present monetary system has broken down in 
both its national and international aspects ; that 
both production and consumption are frustrated ; 
and that what should be a healthy and vigorous 
organism is paralysed by the failure of the 
monetary system of distribution. The con- 
clusion expressed in the letter is that gold is not 


essential as the basis for the issue of national 
money and that nations should not be under 
obligation to make payments internationally 
with gold. An appeal is accordingly made for 
an immediate investigation by Parliament of 
the fundamental principles which should govern 
our monetary system. 


The letter has given rise to a good deal of 
comment and correspondence. It has been 
questioned whether any fresh investigation by 
Parliament would carry the matter much farther 
than was done by the Macmillan Commission 
which reported in June, 1931, but, on the 
other hand, it is pointed out that the Macmillan 
Commission decided to examine monetary policy 
only on the basis of the gold standard, and 
that Great Britain went off the gold standard 
three months after the publication of the 
report. The subject is one upon which there 
are divergent views, but there is no doubt 
that the question of the gold standard is now being 
discussed with a more open mind than was the 
case only a short time ago. 


In an address at a meeting of the Office Appli- 
ance Trades Association, Mr. Stanley W. Rowland, 
Lecturer in Accounting at the London School of 
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Economics, said it seemed logical that the 
directorship of businesses employing the capital 
of members of the public should be subject to 
some form of public supervision. The most 
probable practical solution, he thought, was that 
auditors should be empowered and directed to 
draw attention to cases where mismanagement 
appeared to be endangering the concern and that 
the Board of Trade should arrange for special 
inquiry in such cases. 


It seems to us to be rather a fantastical sugges- 
tion that an auditor by a brief inquiry into the 
affairs of a company is to pass judgment upon the 
management to the extent of bringing into 
operation a special inquiry by the Board of 
Trade, and we venture to say that such a course 
would not meet with general approval. The 
directors of public companies are appointed by 
the shareholders to direct the affairs and control 
the management, and it is inconceivable that 
they would tolerate the interference of an auditor 
acting in the capacity of a critic of their actions. 
Moreover, we feel sure that no_ professional 
auditor would care to be placed in such a position. 


The question as to what constitutes a specific 
bequest arose last month before Mr. Justice 
Clauson in the case of Re Gage; Crozier v. 
Gutheridge. The testator bequeathed the sum of 
£1,150 5 per cent. War Loan Stock to one legatee 
and the residue of his estate to another absolutely. 
At the date when the will was made the testator 
held the amount of War Loan referred to, but 
subsequently, when the Government’s conver- 
sion scheme was announced in the autumn of 
1982, he elected not to convert, but to take cash 
for his investment. Accordingly at the date of 
his death he had no holding of War Stock. It 
was held by his Lordship that on the true con- 
struction of the will the bequest of War Stock 
was not a specific request, but a general bequest, 
and that it was the duty of the executors to 
purchase for the legatee £1,150 of War Stock 
of the same description. 


The position with regard to a source of income 
ceasing for Income Tax purposes is getting very 
complicated. There was no difficulty in following 
Mr. Justice Finlay’s decision in the case of Oliver 
v. Chester, mentioned in our Notes last month. 
He decided that a director’s source of income 
did not cease merely because he waived his 
remuneration for a year, but his reasoning is 
not so convincing in his more recent judgment 


in Cull v. Cowcher. In that case four share- 
holders held the whole of the capital in an 
unlimited company which carried on a banking 
business. All of them were in the habit of having 
large amounts left on deposit with the company 
at 6 per cent. interest, but for the year ended 
March, 1931, they waived all right to any deposit 
interest, and no such interest was subsequently 
paid or credited to them, and under the arrange- 
ments made, payment could only be resumed 
on the authority of another resolution of the 
“Board of Partners,’ who were, in fact, the 
shareholders. 


On these facts Mr. Justice Finlay, in giving 
judgment for the Crown, said, ‘“‘ You may have 
money laid out on such terms that it produces 
no income, and it is not, I think, accurate to 
say that the mere fact that money is there 
necessarily constitutes a source. I think it is 
correct to say that what you want is the right 
to derive income from the source. I think it is 
essential that there should be such a right.... I 
agree that if you have a sum of money on deposit, 
that is a sum of money which, by the normal 
contract, produces some interest, and if you 
transfer that sum of money to current account, 
that is, to an account where, by the normal 
usage of bankers and customers, no interest is 
payable, in that case, a source, namely, the 
money on deposit, ceases to exist.... I 
confess I think it is a case in which one might 
easily decide either way. Is it like the case 
where a sum of money on deposit is transferred 
to current account, or is it rather like the case 
where a person having lent money, agrees tem- 
porarily to forgo his interest? I have arrived 
at the conclusion, not without hesitation, that 
on the facts of the present case the true view 
is that it is a case where the source remains— 
where still the money is lent, and lent in the 
expectation of getting interest, although in the 
particular year, by reason of the special arrange- 
ment, no interest was receivable, or can be 
ever received, in respect of that year.” 


We can-understand his Lordship’s hesitation, 
but we find it difficult to follow his reasoning in 
view of his statement that in order to constitute 
a source of income it was necessary not only 
to have the money on deposit but also to have 
the right to derive income therefrom. There 
was, in fact, no such right ; it had been waived. 
It seems to us that the decision would have been 
more logical if it had been based solely on the 


continuing existence of the deposit account. 
2* 
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INFORMATION TO SHARE- 
HOLDERS. 


Tur rights of shareholders to information at 
the annual meeting is a perennial source of 
discussion, and it is curious that so frequently 
the consideration of the subject is confined to 
the duties and obligations of the auditors. There 
is a tendency to minimise the responsibilities of 
the management as represented by the Board of 
Directors. Although the shareholders are the 
proprietors of the business of the company, it 
is not possible to draw a close parallel between 
the position of shareholders and the position of 
partners in a private firm. To a considerable 
extent the shareholders are a transient body ; 
their interest is not necessarily the ultimate 
good of the company of which they are members, 
but rather the immediate and future value of the 
shares on the Stock Exchange. At the same time, 
in most public companies, except those of a purely 
speculative nature, there is a substantial body 
of investing shareholders who are more concerned 
with the question of income than capital, and 
therefore more directly interested in the per- 
manent welfare of the company. The incidence 
of limited liability, however, is such that the pure 
speculator is entitled to consideration; his 
operations are perfectly legal and contribute to 
the prosperity or otherwise of that large and 
important section of the community commonly 
known as the financial world. The shareholder 
who buys shares or stocks solely with a view to 
capital appreciation has the same rights in law 
as the investor, assuming that his operations are 
within the scope of the commercial law of the 
country. As a broad principle, then, it may be 
said that both classes of shareholders are entitled 
to reasonable information about their property. 
But what is reasonable information, and who is 
responsible for the decision as to how far informa- 
tion may be given without detriment to the 
company ? 

The position of the auditor is laid down in the 
Companies Act and has been discussed on many 
occasions and in many places. It is his duty 
to make a report to the shareholders on the 
accounts examined by him and on every balance 
sheet laid before the company in general meeting. 
The form and contents of the balance sheet are 
the responsibility of the directors, and even 
though the balance sheet is submitted in draft 
to the auditor for approval before being finally 
settled, the responsibility still remains with the 
directors. The range of the auditor’s report 
is also laid down by law, but when it becomes 
necessary for that report to be qualified, very 
serious considerations arise as to how far the 


auditor should go in correcting the impression 
which might be conveyed by the accounts as 
published. It was pointed out by Mr. Henry 
Morgan, F.S.A.A., at the International Congress 
of Accountants last year, that it is not the duty 
of the auditor to rectify accounts. If the auditor 
has to qualify his report in regard to the balance 
sheet he should make it clear in what respect 
he takes exception to it, but it is not his duty 
to state the amount involved. The auditor’s 
duty is confined to matters arising on the balance 
sheet and accounts, and it is a mistake to assume 
that these are the only questions involved in a 
consideration of the rights of shareholders to 
receive information. 

The duties of the directors—or, to use the 
wider term—the management—are not so clearly 
defined as the duties of the auditors. Economy 
of information is frequently most pronounced 
where real directing ability is conspicuous by its 
absence, and inefficient management is not 
entitled to shelter behind the auditor’s report. 
Broadly speaking, it is the duty of the manage- 
ment to conduct the business of the company 
with the same care and prudence as could be 
reasonably expected in a privately owned busi- 
ness, and shareholders are entitled to sufficient 
information to enable them to form a judgment 
whether this is being done or not. The appoint- 
ment and qualification of directors assumes an 
increased importance when considering the 
relationship between the directors and share- 
holders. So long as the qualification for director- 
ship is mainly a share qualification, and fre- 
quently only nominal at that, company adminis- 
tration is bound to suffer, in some cases, from 
inefficient administration. We are not con- 
cerned for the moment with the many sugges- 
tions which have been put forward for making 
more stringent the law of negligence and in 
other ways introducing reforms which would 
place directorship upon a stronger qualification 
basis. It must be admitted, however, that 
strong arguments have been adduced for the 
amendment of a system which permits the 
administration of a company to remain practically 
in the hands of one man whose decisions are 
merely endorsed by his colleagues whose contact 
with the inner workings of the company may be 
confined to attendance at occasional board 
meetings. It is noticeable that in some of the 
larger industrial concerns, including the banks, 
where the boards of directors are largely engaged 
in the active daily management of the business 
of the company, no serious complaint is heard 
about the withholding of information from the 
shareholders. That may be due to the sense of 
trust on the part of the shareholders that their 
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directors are really directing the business, and 
the consequent readiness to rely upon the discre- 
tion of the board as to what information should 
be disclosed and what should be withheld. 

The plea of “giving information to com- 
petitors ” can easily be exaggerated, and there are 
still directors, particularly in the case of holding 
companies, who are prone to magnify the 
dangers of disclosure. It is doubtful if any 
specific alteration of the law would effect any 
marked improvement, especially if the amendment 
took the form of a statutory provision as to what 
precise information should be disclosed. The 
complexities of business are too vast for it to 
be possible to cover every conceivable circum- 
stance, and there is always a natural tendency 
to interpret the requirements of an Act of Parlia- 
ment as the maximum rather than the minimum. 
Ultimately, the question of disclosure or non- 
disclosure of detailed facts must remain in the 
hands of the directors. They should be in a 
position to measure the re-action of their state- 
ments upon both friends and opponents. They 
must recognise the rights of all classes of share- 
holders to reasonable information, but on the 
other hand they are entitled to place a limit 
upon the degree of confidence to be extended to 
a large body of shareholders. Unreasonable 
shareholders are to be found on the register of 
every public company, and inefficient directors 
are to be found on many boards. The elimina- 
tion of the latter defect would largely neutralise 
the former. Where management is able to 
command trust and confidence amongst the 
shareholders, then any apparent reluctance to 
disclose details of the company’s business will 
be regarded with indulgence in the knowledge 
that the policy is directed by a genuine deter- 
mination to serve the best interests of the 
company. 


WEAR AND TEAR ALLOWANCES 
AND “ACTUAL COST.” 


THE decision of the Court of Appeal in the case 
of Barnes (Inspector of Taxes) v. The Corporation 
of Birmingham raised a question of some im- 
portance in relation to Income Tax allowances 
for wear and tear, and the fact that the Master 
of the Rolls dissented from the judgment of his 
colleagues in that case shows that the legal 
position, to say the least, is not very clear. 
Although the case related to a municipal cor- 
poration, the principle involved is_ clearly 
applicable to a business undertaking. 

In the Rules applicable to Cases I and II of 
Schedule D the subject of Wear and Tear is 


dealt with under Rule 6. By paragraph 1 of 
that rule it is provided that in charging the 
profits or gains of a trade under Schedule D a 
deduction may be allowed (which is deemed to be 
just and reasonable by the Commissioners) to 
represent “the diminished value by reason of 
wear and tear during the year of any machinery 
or plant used for the purposes of the trade and 
belonging to the person by whom it is carried on,” 
but paragraph 6 of the rule puts a limitation to 
the allowance by providing that “ no deduction 
for wear and tear, or repayment on account of any 
such deduction” may be allowed for any year 
if such deduction when added to any deductions 
allowed for previous years on the same account 
to the person carrying on the trade will make 
the aggregate sum of the deductions exceed “ the 
actual cost to that person” of the machinery 
or plant; and capital expenditure by way of 
renewals, improvements or re-instatement may 
be included in that “ actual cost.” 


What is the precise significance of the term 
“actual cost,” as employed in paragraph 6? 
Does the effect of its operation differ from that 
which follows from allowing deductions to 
represent ‘diminished value,” referred to in 
paragraph 1? “ Diminished value,” it may be 
contended, has not necessarily any direct relation 
to “ actual cost”; a person carrying on a trade 
may chance to acquire his machinery or plant for 
use in his trade or business at bargain prices. 
Again, he may be assisted to acquire machinery 
or plant which he uses in his trade or business by 
means of free gifts; for example, where a father 
assists a son by a cash gift to be used in the 
acquisition of such property. If the son acquires 
machinery for £100, of which £80 comes from his 
own pocket and £20 is a gift from his father, 
the “‘ actual cost ” to the son may be said to be 
no more than £80. The “diminished value ” 
of the machinery, however, by reason of wear 
and tear each year, should, it would seem, be 
calculated with reference to the real cost, viz 
£100. 


That such difficulties are not merely theoretical 
is illustrated by the case above referred to, where 
the Court of Appeal, consisting of Lord Han- 
worth (Master of the Rolls) and Lords Justices 
Slesser and Romer, by a majority decision over- 
ruled the judgment of Mr. Justice Finlay, and 
thereby restored the decision of the Special 
Commissioners. The Master of the Rolls, in his 
dissenting judgment, arrived at the same con- 
clusion as Mr. Justice Finlay but did so on 
independent lines. 


The facts briefly were as follows :—The Cor- 
poration of Birmingham operated the local tram- 
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ways system, and during the year 1922 expended 
a total of £271,399 on renewals of its tracks. 
The Government Unemployment Grants Com- 
mittee paid to the Corporation a sum of £46,238 
expressly for the purpose of stimulating such 
works in order to relieve unemployment, so that 
the cost to the Corporation funds proper was 
£225,161 only. In 1922 the Board of Inland 
Revenue issued a scheme dealing with the 
allowance of deductions for wear and tear in the 
case of such undertakers, and it provided that 
renewals should be dealt with as if they were new 
tracks, and annual allowances were to be granted 
‘““on the basis of the sum actually expended ”’ 
and of “ the agreed life ’°—which, in this instance, 
was taken to be twelve years. Up to April 5th, 
1931, the sum of £22,617 was allowed each year 
(i.e., one-twelfth of £271,399), making a total of 
£208,553. The Corporation considered that 
similar deductions ought to be allowed for 1930- 
31 and 1931-32; the Inspector of Taxes de- 
murred, at any rate with regard to the year 
1931-82. In his view, the contribution of 
£46,238 made by the Government Unemploy- 
ment Grants Committee should be deducted from 
the total expenditure of £271,399. The view of 
the Corporation, on the contrary, was that they 
had expended £271,399, and not a smaller sum, 
and that it made no difference whether such sum 
was derived from rates or from loans or from 
outside sources, e.g. a gift. 

There was another account on which the 
Corporation and the Crown were in conflict. 
Here, too, a contribution from an outside source 
constituted the bone of contention. By a contract 
made in 1920 with the Dunlop Rubber Company, 
Limited, the Corporation laid a tramway track 
in order to provide a service between Erdington 
and the Company’s works, the Company paying 
£10,806 towards the total cost of £54,752. Here, 
again, the “ agreed life’ was twelve years, and 
the Corporation had been allowed each year 
£4,568, i.e. one-twelfth of £54,752. In all, a 
total of £41,067 had been allowed in this way up 
to April 5th, 1930. Was the “ actual” cost to 
the Corporation of this new track £54,752, or 
£43,946 ? 

The proposition favoured by the majority of 
the Court of Appeal was that if the undertaking 
as a whole had been presented as a gift to the 
Corporation the Corporation would have incurred 
no “ actual cost ” at all; therefore, if part of the 
undertaking was received as a gift, to that extent 
at least the Corporation had not been involved in 
an “‘ actual cost.” That term was defined, by Lord 
Justice Slesser, as meaning “that expense to 
which the person sought to be charged by tax is 
put in the acquisition of the property”; in 


other words, it means “ net cost.” The Legisla- 
ture, he pointed out, has employed different 
terms in the Rule, connoting a difference in 
meaning; “the limitation of the deduction 
proceeds upon a different basis from ‘the 
deduction itself.” ; 

As against this interpretation there must be 
set the line of reasoning favoured by Lord 
Hanworth in his dissenting judgment. He there 
said that if the view of the majority of the Court 
was right it would have to be held that the actual 
cost to a trader, of machinery employed by him 
in his business, was nil if he acquired it out of the 
proceeds of a cheque presented to him instead of 
out of his own bank balance. The “ actual cost ” 
to him is not, the Master of the Rolls considered, 
merely the amount expended by him out of his 
own resources; it is the cost figure which an 
ordinary trader would put as the value in his 
books. Such a figure does not normally, and 
need never, disclose the source of the purchase— 
money. So far as the operation of the Rule 
extends it makes no difference whether the 
purchase money is a gift to the trader from an 
outside source or not; and to the purchase- 
money as “actual cost” he may add capital 
expenditure on renewals, improvements and 
reinstatements. . 

Perhaps the House of Lords will some day 
reconcile these two viewpoints, or place its seal 
on the one or the other. 


NATIONAL EXPENDITURE. 


At the annual meeting of the Association of British 
Chambers of Commerce held last month the following 
resolution, moved by Mr. Henry Morgan, F.S.A.A., and 
seconded by Lord Iliffe, was carried unanimously : 

“This meeting of delegates of Chambers of Commerce 
of Great Britain and Northern Ireland offers respectful 
congratulations and compliments to His Majesty’s Govern- 
ment on the proposals made by the Chancellor of the 
Exchequer in introducing the Budget. 

‘“* The Association welcomes his announcement concern- 
ing the allowances to the unemployed and the salaries 
to servants of the State and particularly appreciates the 
decision to reduce the Income Tax which it believes will 
help materially to restore confidence and trade and 
employment. 

‘“* While sharing the hope that British trade will con- 
tinue to progress, the Association considers that so long 
as world trade and British export trade remain at their 
present low level, every effort should be made to 
economise in national expenditure and in legislation.” 


— | 


Professional Appointment. 


Mr. H. B. George, A.S.A.A., has been appointed 
Provincial Auditor in the Transvaal. He was previously 
Provincial Auditor in Natal. 
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THE BUDGET. 


CHANCELLOR’S SPEECH. 

The following is the text of Mr. Chamberlain’s 
speech in introducing the Budget in so far as it 
relates to matters which are of more particular 
interest to the accountancy profession. 


GENERAL REVIEW. 

On the two previous occasions on which it has 
been my duty to present a financial statement to the 
Committee, I have been very conscious that a good deal 
of anxiety was mingled with the hopes that are 
traditionally associated with Budget Day. In 1932 
many dark clouds still hung round the horizon. In 
1933, although the outlook was distinctly brighter, 
there was no settled feeling that we were about to 
enjoy a spell of fine weather. To-day the atmosphere 
is distinctly brighter. The events of the last twelve 
months have shown gratifying evidence that the efforts 
of His Majesty’s Government are bearing fruit. There 
is a small but distinct rise in wholesale prices ; the 
rate of short-term interest has achieved new low 
records ; the position of long-term loans has also 
improved to an extent which I think is perhaps not 
entirely realised. I wonder, for example, how many 
people recognise that stocks such as the old 2} per 
cent. Consols actually stand higher to-day than they 
did before the War. The volume of our industrial 
production has very much gone up and equilibrium 
has practically been restored in the balance of 
payments. If you look to what I might call the tell- 
tale statistics, the unemployment figures and statis- 
tics of such things as retail trade, consumption of 
electricity, transport, iron and steel production and 
house building, in every case you see a definite 
revival of activity. All this, combined with the 
fulfilment of the anticipation which I expressed at 
Halifax last December, that I should wind up this 
year with a substantial surplus, has had its effect 
upon men’s minds and it has established a new spirit 
of hope and confidence. If I might borrow an illustra- 
tion from the titles of two well-known works of 
fiction, I would say that we have now finished the 
story of “Bleak House” and that we are sitting 
down this afternoon to enjoy the first chapter of 
“* Great Expectations.” 


Readers of Dickens do not need to be reminded 
that expectations, if carried to extravagant lengths, 
are apt to be disappointing. Do not let us allow 
ourselves to be tempted into forgetfulness of certain 
unpleasant facts which still have to be reckoned with 
before we can feel that our troubles are at an end. 
The improvement in the condition of the country is 
due almost entirely to the expansion of the home 
market and to the greater part of that market 
which has been secured by our own people. On the 
other hand, our export trade, although it is better 
than it was, is still far behind the figure at which it 
stood only a few years ago, not because we are being 
beaten out of the field by our competitors—for, on 
the contrary, as the Committee are aware, we have 
now regained our place as the first exporting country 


—but because of the disastrous shrinkage in interna- 
tional trade itself. The channels through which that 
trade formerly flowed so freely are still blocked, 
and indeed the passage seems to become more diffi- 
cult as the spirit of economic nationalism continues 
to spread. We see new obstacles to international 
trade continually raised. We find ourselves in the 
presence of new and formidable competitors who are 
scrambling for what little trade is left. Although the 
result of the past year has everywhere been rightly 
acclaimed as a remarkable achievement, yet there 
are certain features about the surplus of last year 
which cannot be expected to recur. Therefore, while 
I feel that the confidence in the future which is so 
widely prevalent has much to justify it, I feel bound 
to point out to the Committee that there are certain 
limitations and qualifications which cannot be 
ignored, and which must be borne in mind before we 
can feel that we have returned to normal conditions. 


Twelve months ago I had to report to the Com- 
mittee that the out-turn of the year resulted in a 
deficit of £32,000,000. This year I am in the happy 
position of being able to present almost exactly the 
opposite case, for I find myself at the end of the 
year in possession of a surplus of £31,148,000, being 
the difference between the revenue of £724,567,000 
and the expenditure of £693,419,000. But this 
surplus of £31,000,000 does not really represent the 
true figure. Last year, £224,000,000 was provided 
for the service of the Debt, and, in accordance with 
the law, the whole of that sum was issued from the 
Exchequer; but the actual cost of interest and 
management of the Debt was just under £213,000,000, 
and, after meeting the payments to the United 
States Government of £3,300,000, I was still left 
with sufficient funds to defray out of the Exchequer 
the statutory sinking Funds, which amounted to 
£7,750,000. 

It was therefore unnecessary for me to use the power 
which I had been given by Parliament to borrow for 
the purpose of meeting the contractual Sinking Funds. 
They were paid, instead, out of income, and the real 
surplus may be put at about £39,000,000. As I 
shall explain at a later stage, we cannot expect that 
this abnormal cheapness of interest rates on the 
National Debt will continue indefinitely, but in the 
meantime I think it may fairly be counted among 
the gains which have resulted from the earlier 
measures taken by the Government to restore the 
national credit. 


ESTIMATED REVENUE FROM INCOME TAX 
AND SUR-TAX. 


Few people seem to realise that in the case of 
Income Tax and Sur-tax the revenue to be received 
this year does not depend upon any prediction of 
what the course of trade will be this year. It depends 
upon the profits and income of past years. There is 
indeed one special feature of this year which forms 
an exception to the general rule. We know that 
this year we shall receive a full year’s receipt from 
taxpayers with earned incomes from whom the 
Exchequer received only three-fourths of a year’s 
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produce last year on account of the smaller instalment 
of tax that was payable on Ist January. I estimated 
the cost of that concession last year at £12,000,000 
and therefore I can count upon a gain of that 
£12,000,000 this year. But the main bulk of the 
revenue from Income Tax is that which is payable 
on Ist January on the assessment for the current 
year. 

The assessment for the year 1934 will be based 
upon the profits of the year 1933. The Board of 
Inland Revenue with the assistance of traders—I 
should like once more to express my obligations to 
them—are in a position to say with considerable 
precision what were the profits of 1933 upon which 
my revenue this year must depend. The great fall 
in profits which has been going on since the world 
depression set in ceased in 1933, but it did not cease 
early enough to affect the whole of the assessments 
for this year. Hon. Members are no doubt aware 
that different businesses make up their accounts to 
different dates. Some make up their accounts to the 
end of June or the end of September, and assess- 
ments on them for this year will depend on the profits 
made during a year which ended as long ago as June 
or September, 1933. Similarly others make up their 
accounts to the end of December or to the end of 
March, and in these cases the year of profits would 
be the year which ended on the 31st December, 1933, 
or the 31st March, 1934. A careful examination of 
all these different accounting periods shows that 
during the first half of 1933 profits were still actually 
falling. It was only during the second half of that 
year that there was a recovery which counter- 
balanced the fall in the earlier half of the year and 
which enables me to budget for the first time since 
1929 for no fall in the assessment under Schedule D. 
I wish I could budget for a rise, but although the 
omens for the future are favourable, the ascertained 
facts for the year 1933-34—facts upon which my 
receipts for this year depend—preclude me from 
taking that course. I estimate my revenue from 
Income Tax at £240,000,000 as against £229,000,000 
which I received last year. 


I now come to Sur-tax. Sur-tax, of course, lags a 
year behind the Income Tax. The Sur-tax for the 
year 1934 is based upon the Income Tax income of 
1933, but the Income Tax assessment for 1933 is 
based upon the profits and incomes of 1932. Therefore 
the yield of Sur-tax this year depends upon what 
happened in 1932 when profits were still falling, and 
I must allow for a further fall in the yield of Surtax. 
I cannot put it at more than £50,000,000. When I 
come to Death Duties, I have already pointed out 
to the Committee that the very high figure of last 
year was abnornal and was due to one single very 
large payment. I cannot expect that again, and I put 
my estimate of the yield from Death Duties at 
£76,000,000. Stamp Duties, I think, should show 
further growth during the year, and I estimate that 
they will yield £25,000,000. The yield of Land Tax 
and Mineral Rights Duty is fairly stable at £800,000, 
and I do not put the yield from Excess Profits Duty 
and Corporation Profits Tax at more than £1,200,000. 


ToraL EstTiIMATED REVENUE SUMMARISED. 

My total Inland Revenue then, adds up to 
£393,000,000, made up of £240,000,000 from Income 
Tax, £50,000,000 from Surtax, £76,000,000 from Death 
Duties, £25,000,000 from Stamp Duties, and 
£2,000,000 from the rest. 


Other heads of Revenue will give me £44,200,000. 
I put the Exchequer share of Motor Vehicle Duty at 
£5,200,000, which is the same as was received last 
year. The Post Office Exchequer receipts, that is to 
say, the gross revenue less gross expenditure, I put 
at £14,000,000, which is an increase of £2,300,000 
over the 1933 estimate, and £900,000 more than the 
actual receipt. I deduct the payment to the Post 
Office Fund which I have already mentioned of 
£2,000,000, and that gives me a net Budget receipt of 
£12,000,000 from the Post Office. Crown Lands 
Revenue I put at £1,220,000, and Sundry Loans at 
£3,800,000. My estimate for Miscellaneous Receipts 
is £20,000,000. This is £10,000,000 below my 
estimate of last year, but it will be remembered that 
last year receipt was swollen by a special item of 
£10,000,000 from the 5 per cent. War Loan De- 
preciation Fund. 
SURPLUS. 
Adding up all these items, the total 
estimated revenue for 1934-35 on 
the existing basis of taxation 
amounts to .. .. £727,200,000 


The estimated ordinary expenditure 
I have already given at 


and I am therefore left with a surplus 
oe . ° ‘ oa 29,100,000 


If there are any hon. Members who have allowed 
themselves to dwell too hopefully upon some of the 
rather wild guessing which has been going on, I am 
afraid that that figure may have been somewhat 
disappointing, but I think, when they have had time 
to adjust their ideas a little and make a careful 
examination of the particulars I have submitted to 
the Committee, they will see that there never was 
any foundation for the expectation of a phenomenal 
surplus this year. In making my calculations, I 
have allowed for substantial increases in all of those 
items which can be expected to reflect quickly the 
increase of prosperity, such as Customs and Excise 
and Stamp Duties, but for the bulk of revenue I 
have to bear in mind that it cannot be very materially 
affected this year by the better conditions of the 
country. The improvement will come in later, when, 
as I foresee, I shall be very glad of it in order to meet 
inevitable additions to our expenditure. After all 
I do not think there is any reason why anybody 
should be disappointed. The sum of £29,000,000, if 
not dazzling, is at any rate a very substantial surplus. 
It is the largest for ten years, and it is sufficient to 
enable me to begin the long awaited process of relief 
from the burdens and sacrifices of the last few 
years. 


698,100,000 


Minor CHANGES. 
Before I enter upon a discussion of that subject, 
I will ask the Committee to bear with me for a few 
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minutes while I mention one or two minor changes 
which will require amending legislation in the 
Finance Bill. A recent judicial decision has revealed 
a flaw in the statutory machinery for the collection 
of tax upon mineral rents and royalties. I shall 
therefore have to submit to the Committee proposals 
for putting this matter upon a proper footing and also 
for maintaining the validity of the deductions of tax 
made, in accordance with the then prevailing practice, 
from past payments of rents and royalties. 

I have also to deal with a technical point which 
has arisen on Estate Duty. This relates to the 
extent of the charge of that duty in a limited class 
of case where a claim arises under Section 2 (1) (d) of 
the Finance Act, 1894, in respect of the beneficial 
interest accruing or arising at death in certain 
annuities or other interests. A Resolution will be 
required and the necessary Clause will be embodied 
in the Finance Bill. Neither of these two changes 
which I have mentioned will add anything to the 
revenue ; they are merely designed to safeguard it. 


SaLary Cuts; PArTIAL RESTORATION. 

I come now to the momentous question: What 
am I to do with our surplus? I have given a great 
deal of anxious thought to the question of the dis- 
tribution of the surplus, and I have formed the im- 
pression that a good many other people have been 
devoting their attention to the same subject. Quite 
a large proportion of them have been good enough 
to give me their advice, frequently coloured, as one 
would expect, by their own experience or their own 
interests. I hope that I have allowed my mind to 
consider freely all the suggestions that have been 
made to me, but in the end I came to the conclusion 
that I must found myself upon two general 
principles. The first of these principles I do not think 
I could put in better words than were used last 
December in an article written by my predecessor, 
Lord Snowden : 

‘**A surplus now must in justice be devoted, 
as far as it will allow, to relieving those classes 
who suffered when the crisis was acute.” 


The fact is, that the cuts in the rates of unemployment 
payments and in salaries and the additional taxation 
which was imposed at that time were considered by 
the Government of the day as a temporary expedient 
to meet a temporary emergency. They were accepted 
by the people of this country in that spirit. I do not 
myself interpret that understanding so literally as 
to feel compelled to put everything back exactly 
where it was before 1931. That would be to fetter 
the discretion of the Chancellor of the Exchequer 
in a way which would go far beyond what is reason- 
able. Broadly speaking, however, I have considered 
myself precluded from considering other claims for 
relief, however well founded they may be, until 
something like the equivalent of restoration has taken 
place. 

Hon. Members will have realised that the resources 
at my disposal this year are not sufficient to enable 
me to effect complete restoration and that is where 
the second principle comes in. The measures to 


which I have alluded may be divided into two 
categories. On the one side there were increases of 
taxation, and on the other side there were various 
cuts in the rates of unemployment payments and in 
emoluments. My second principle is that since I 
have not enough to effect complete restoration, what I 
have should be distributed as fairly as possible 
between these two categories in proportion to the 
contribution that each of them made. 

I take first the question of the cuts. I propose to 
introduce legislation and Supplementary Estimates 
to provide for the restoration of one-half of those 
cuts as from the Ist July next. Leaving out the 
unemployed for the moment, the cost to the Treasury 
of this concession will be £5,500,000 in a full year and 
£4,000,000 this year—£4,000,000, being therefore the 
amount of the Supplementary Estimate. 


UNEMPLOYMENT BENEFIT CuT; FULL RESTORATION. 

The Committee must recognise that these figures 
do not and cannot cover the cost of any alteration 
in the benefits under the Unemployment Insurance 
Scheme. I remember, that, in the course of the 
discussions on the Unemployment Bill, a good deal 
of concern was manifested by hon, Members in differ- 
ent parts of the House lest the position of the un- 
employed insured persons under the scheme should be 
prejudiced in relation to the restoration of cuts by 
the provisions of the Bill. It was pointed out that 
it was not the Chancellor of the Exchequer, but the 
Statutory Committee from whom the initiative 
must come for any restoration of cuts, and that 
there was no certainty that the Statutory Committee 
would use that initiative in such a way as to make the 
restoration of cuts in benefits coincident in amount 
and in time with any restoration of cuts which might 
be made by the Chancellor of the Exchequer for 
those who were outside the scheme. 

As a matter of fact, my view has always been that 
there was one exception to the general rule that if 
we were going to set up a Statutory Committee to 
give us advice as to the best way, in the interests of 
the insured, of distributing any surplus there might 
be in the Unemployment Fund, we should not antici- 
pate the work we were going to entrust to them by 
making inroads upon that surplus in advance. The 
one exception concerned the restoration of the cuts 
in the unemployment benefit. Those cuts were part 
and parcel of the whole plan of 1931. To have made 
any distinction which would have been unfavourable 
to those who were inside the insurance scheme merely 
because the scheme had been altered, would have 
been to commit a very gross injustice. Therefore, 
now that we are proposing to make some partial 
restoration of cuts outside the scheme, the Govern- 
ment, in my opinion, could not do less than insure, 
by legislation, for an equal restoration to those 
inside the scheme as to those outside it. But I 
think the Committee will see that even that course 
would not have completely solved the difficulty. It 
would still leave to the discretion of the Statutory 
Committee the restoration of the second half of the 
cut. There would still be no certainty that the 
Statutory Committee would choose to restore the 
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second half of the cut at any time when the 
Chancellor of the Exchequer found it possible to 
complete the full restoration to the classes outside the 
scheme, but I am sure everybody here will agree that 
there must be no uncertainty in this matter. I am 
sure that everybody will want, if there is‘to be any 
inequality in this process of restoration, that the 
unemployed should come first. Whatever may be 
the sufferings and hardships of those who may have 
had their income reduced, their position must still 
be preferable to that of the unemployed with no 
income at all. 

Therefore, I propose to introduce a new Clause into 
the Unemployment Bill which will provide for the 
full restoration of unemployment benefit as from Ist 
July. That is on the assumption, which I may 
almost take as a certainty, that the Bill becomes 
law by 30th June. The Committee is aware that the 
maximum rates of transitional payments are regulated 
by Statute according to the benefits under the 
unemployment insurance scheme. Therefore, this 
full restoration of unemployment benefit of which 
I have just spoken naturally carries with it a corre- 
sponding alteration in the maximum rates of transi- 
tional payments. It is rather difficult, owing to the 
needs basis of payment, to estimate exactly what 
that is likely to cost. I am proposing that there 
should be a Supplementary Estimate in respect of 
it of £3,600,000, which I estimate will be the cost to 
the Exchequer of the change during the present year. 
That comes out of the Budget surplus. 

Although in the Budget I am not strictly con- 
cerned with the cost of unemployment insurance 
benefit, I think hon. Members will probably want to 
know whether there is any likelihood that this restora- 
tion of the unemployment benefit cut will produce 
any seriously prejudicial effect upon the finances of 
the Insurance Fund. Fortunately, there is no need 
for any anxiety on this score. Under the Unemploy- 
ment Bill, after making the provisions embodied in 
the Bill, the fund becomes self-supporting on the 
basis of a level 2,500,000 on the live register of 
unemployed. The last published figure of unemploy- 
ment was about 2,200,000, and we expect to have 
further falls during the year. But by every 100,000 
that the figures of unemployment fall the surplus 
in the fund rises by something over £3,000,000. 
Therefore, if at the end of the year the average level 
turns out to be 2,300,000, we might expect a surplus 
of £6,500,000 or thereabouts, and if, as I must say 
seems more likely, the level should turn out to be 
2,200,000 then there would be a surplus approxi- 
mately of £10,000,000 in the fund. The cost of the 
restoration of the cut is £4,800,000 in a full year. 
Therefore, I think the Committee will agree with me 
that not only can the fund easily bear this new 
charge upon it, but, after providing for the Debt 
service as embodied in the Bill there will still be every 
probability of a very substantial surplus for the con- 
sideration of the Statutory Committee to which, I 
have no doubt, they will give very prompt attention. 

INCOME Tax REDUCTION. 

I turn to the question of the remission of taxation. 

The concessions which I have announced have now 


reduced my surplus to £21,300,000, so that the possi- 
bilities are strictly limited. As far as indirect. 
taxation is concerned, I was driven last year to remove 
the extra tax upon beer in order to safeguard the 
revenue. Muchas I should have liked to have modified 
the Entertainments Duty, I am afraid it is im- 
possible for me to contemplate this year any further 
remission of indirect taxation. 

Now I come to Income Tax. I should like to 
quote again from that article written by my pre- 
decessor in December last : 

““The Income Tax payers, large and small, made 
by far the largest contribution to meeting the 
national emergency in 1931.” 

In fact, out of £81,500,000 of extra taxation which 
was imposed at that time, the Income Tax payers 
found no less than £57,500,000, or 70 per cent. of 
the extra taxation. Although their burdens were 
already heavy, they shouldered an extra 6d. on the 
standard rate ; there were general reductions in the 
Income Tax allowances ; and there was an addition 
of 10 per cent. to the Sur tax charge upon the larger 
incomes. Moreover, all these increases of taxation 
took effect from April, whereas the cut only became 
operative in the autumn. I think, too, one must 
not forget that since 1931 many of these Income Tax 
payers have also suffered a further serious reduction 
in their incomes owing to the operation of the Con- 
version Loan. Therefore, the case for some re- 
mission is overwhelming, and the only question is 
what form it should take. In deciding upon the 
form, I thought I ought to consider the effect of 
any remission not merely upon the individual 
taxpayer, but upon the country as a whole. Looking 
at it from that point of view, I had no hesitation in 
coming to the conclusion that the relief which would 
confer most direct benefit upon the country, which 
would have the _ greatest psychological effect, 
and which would impart the most immediate and 
vigorous stimulus to the expansion of trade and 
employment, would be a reduction in the standard 
rate of Income Tax. Accordingly, I propose to 
remove the 6d. imposed in 1931, at a cost of 
£20,500,000 this year and £24,000,000 in a full year. 


Fina BALANCE. 


It is now possible for a final balance to be struck. 
The estimated revenue for the yearis.. £706,500,000 
and the estimated expenditure £705,700,000 
leaving me a prospective margin of .. £800,000. 

I have but very few more words to address to the 
Committee. It would be quite unreasonable on my 
part to expect universal agreement with the financial 
policy I have pursued since I have held my office. 
Differences of temperament, differences of political 
tradition and differences of judgment in weighing up 
opposing considerings naturally lead to different 
conclusions, and it is very possible that others if 
they had been in my place would have adopted 
other methods. We can only speculate now upon 
what the results of such other methods might have 
been, but, if we want to estimate the wisdom of the 
course we have actually pursued, we might perhaps 
usefully cast a glance at what is happening elsewhere. 
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I'am quite certain that any comparison we may make 
will show that we have nothing to regret. 

Where else outside the British Empire, where else 
in the world can you find a country which has been 
able to show a substantial surplus upon its Budget 
in two successive years ? While in other countries cuts 
in pay and reductions in social services are still 
having to be faced, while elsewhere the taxpayer 
is’ still searching in vain for any relief from his 
burdens, while he is on the contrary forced to 
contemplate still further sacrifices and still further 
contributions to the State, here at any rate we can 
feel that we have passed the worst and can venture 
to remove a substantial portion of the load we have 
been carrying without fearing that presently we shall 
have to put it back. 

The British people no doubt have their faults. 
They are slow to realise the danger and slower still 


to change their habits or their methods even when 
the necessity for a change stares them in the face. 
But they have one supreme virtue, which you will 
find in every class of the community. Let them once 
be convinced that the country is in danger, and 
there is no sacrifice, whether of comfort, money, 
health, or even life itself, which they will not make. 
When the need arose in 1931 the sacrifices which 
were demanded then from our people were accepted 
by them cheerfully, and they have since been borne 
with unexampled courage and patience. Their truest 
reward is that they saved their country. I 
rejoice to think that at last it has been possible to 
afford them some relief from their burdens, and 
believing as I do that this relief will itself hasten the 
process of recovery, I look forward with confidence 
to further progress in the same direction in the new 
financial year. 


Ordinary Revenue and Expenditure, 1934-35. 


ESTIMATED 1934 REVENUE. 


EstTIMATED 1934 EXPENDITURE, 


Inland Revenue— 
Income Tax 219,500,000 
Sur-tax 50,000,000 
Estate Duties . 76,000,000 
Stamps 25,000,000 
Excess Profits Duty hia 1.200.000 
Corporation a 7 pies 
Land Tax, &c.. 800,000 
Total Inland Revenue 372,500,000 
Customs and Excise— 
Customs es -. 183,650,000 
Excise . -. 106,350,000 
Total Customs and Excise 290,000,000 
Motor Vehicle Duties— 
Exchequer Share 5,000,000 
Total Receipts from Taxes 667,500,000 
Post Office net receipt 14,000,000 
Crown Lands 1,220,000 
Receipt from Sundry ‘Loans ‘due to 
British —— ie 3,800,000 
aR ce ca 20,000,000 
Total 1934 Revenue £706,520,000 


£ 
Interest and Management of National Debt 224,000,000 
Payments to Northern Ireland Exchequer 
(including net share of reserved taxes) 
Miscellaneous ~ ces — _— ar 


Post Office Fund 


Total as ss oe ae 
Supply Services— £ £ 
Defence— Army .. 31,418,000 


6,500,000 
3,700,000 
2,000,000 


£236,200,000 


Excluding « Navy .. 47,208,000 
Pensions Air Force 17,168,000 
——————_ 95,794,000 
8,182,000 
9,342,000 
393,000 
17,917,000 


Army .. 
Pensions < Navy 


Air Force 
Civil 


I Central Govern- 
ment and 
Finance 2 

II Foreign and Im- 
perial. . . 

III Home Depart- 
ment, Law and 
Justice - 16,038,000 

IV Education’ .. 51,270,000 

V Health, Labour, 
Insurance (in- 
eluding Old 
Age and Wid- 
ows Pensions) 147,526,000 

VI Trade and In- 
dustry . 10,208,000 

VII Works, Station- 
ery, &c. ee 
VIII War Pensions 
and Civil Pen- 
sions .. . 46,703,000 
IX Exchequer Con- 
tributions to 
Local Reven- 


2,050,000 
8,098,000 


335,603,000 
Tax Collection— 
Customs and Excise and In- 
land Revenue Votes (in- 
cluding Pensions (£1,046,000) 12,610,000 


Cost to Exchequer of restoration of cuts .. 


Total 1934 Expenditure .. - 705,724,000 
ee ee ee es 796,000 


£706,520,000 


461,924,000 
7,600,000 
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INCORPORATED ACCOUNTANTS’ 
COURSE. 


As announced in our last issue, an Incorporated 
Accountants’ Course will be held at Caius College, Cam- 
bridge, from the evening of Wednesday, July 4th, to Monday 
morning, July 9th, 1934 (by kind permission of the Master 
and Fellows). 

Those attending will be asked to arrive in Cambridge 
during the afternoon and evening of Wednesday, July 4th. 
The opening meeting, at which it is hoped the Vice- 
Chancellor of the University will be present, will be 
held from 9 to 9.30 p.m. on July 4th. During the following 
days lectures will be delivered or discussions opened by 
leading members of the Society, who will treat their 
subjects from the point of view of public practice. A 
lecture will also be given by Mr. J. Wishart, M.A., D.Sc., 
Reader in Statistics in the University of Cambridge. The 
lectures will be followed by discussions, in which all 
those attending will have an opportunity of taking 
part. The subjects to be dealt with will include :— 

A Statistical subject. By Mr. J. Wishart, M.A., D.Sc. 

The Duties of Auditors from Trial Balance to Certificate 
in regard to Company Accounts. Discussion opened 
by Mr. C. Hewetson Nelson, J.P., F.S.A.A. 

Staff Training and Staff Organisation, including the 
Etiquette of the Profession. Lecture by Sir Thomas 
Keens, D.L., F.S.A.A. 

Company Reconstructions. Discussion to be opened 
by Mr. Henry Morgan, F.S.A.A. 

Report Writing. Lecture by Mr. Richard A. Witty, 
F.S.A.A. 

Income Tax—Schedule D; Certain Rules and Reliefs. 
Lecture by Mr. A. Stuart Allen, F.S.A.A. 

The Statistical Interpretation of Accounts. Lecture 
by Mr. W. Bertram Nelson, F.S.A.A. 

Those attending the Course will reside in Caius College, 
and dinner each evening will be in the College Hall. 
A number of guests of the Society will be entertained at 
dinner on Friday, July 6th. 

The President of the Society and Mrs. Cassleton Elliott 
have kindly invited those participating in the Course to an 
At Home with tennis at The Warren, Harpenden, in the 
afternoon of Thursday, July 5th. The College sports ground 
will be available for tennis on other afternoons. Golf 
may be played on the Gog Magog Course, and arrange- 
ments will also be made for swimming. 

On Sunday, July 8th, there will probably be a service 
in the College Chapel for the members of the Course. 
The afternoon and evening will be free. 

The charge for the Course will be £2 10s., to include 
meals and residence in College from Wednesday evening, 
July 4th, to Monday morning, July 9th. 

The course is intended primarily for junior Incorporated 
Accountants. 

The full programme and forms of application will be 
issued shortly to members of the Society. Applications 
should be sent to the Secretary of the Society of Incor- 
porated Accountants at Incorporated Accountants 
Hall, Victoria Embankment, London, W.C.2, not later 
than Wednesday, June 6th. 


CLAIM FOR WRONGFUL DISMISSAL. 


Mr. Justice Lawrence, sitting in the King’s Bench 
Division, gave judgment in the action of Sharles v. 
Fishers Foils, Limited, which was commenced last 
December. The plaintiff, Mr. Fredk. Francis Sharles, 
Incorporated Accountant and Chartered Secretary, of 
Salisbury House, London, E.C., claimed damages for 
alleged breach of contract by the defendants, Fishers Foils, 
Limited, tin-foil and aluminium manufacturers, of 
Wembley, Middlesex. 

Mr. Sharles was secretary to a number of companies 
at Salisbury House and acted as secretary to Fishers 
Foils from 1929. In February, 1932, he and the company 
entered into an agreement by which he was to continue 
to be secretary, supply the registered office, clerical 
staff and use of boardroom at £400 a year for a period 
of eight years, with extra emoluments for keeping the 
share register. In August last year, said Mr. Sharles, 
the company wrongfully put an end to the agreement 
by removing the registered office to their works at 
Wembley, by which he had suffered loss. 

The defendants pleaded that they had not repudiated 
the agreement; that Mr. Sharles agreed to give the 
scheme to change the registered office a trial; and that 
the company were entitled to dismiss Mr. Sharles owing 
to misconduct. The company also counterclaimed for 
what they alleged were overcharges by Mr. Sharles. 

Mr. Justice Lawrence, in the course of his judgment, 
referred to the agreement, the principal clause in which 
he said was to the effect that Mr. Sharles, at his own 
expense, was to provide a registered office, clerical staff 
and so on. Mr. Sharles was acting as secretary to a 
number of other companies at Salisbury House in the 
City, and when the new agreement was entered into 
between him and Fishers Foils in 1932, Mr. Sharles was 
not a director, and therefore not responsible for what 
the directors did. 

Even if he had been, he (the Judge) did not find that 
the directors were not acting honestly and in the interests 
of the company. In August, 1932, Mr. Gilston joined 
the company, having acquired a large block of shares, 
and he and the Board subsequently resolved to move 
the registered office of the company from the City to 
the works at Wembley. Mr. Sharles opposed the 
proposition, and through his solicitor accused the com- 
pany of repudiating his agreement. The company 
alleged that Mr Sharles had agreed to go on and give 
the new scheme a trial, which Mr. Sharles denied. The 
company now suggested that Mr. Sharles had been 
guilty of misconduct in respect to overcharges, and put 
in a counterclaim. Among the questions to be decided 
were: Did the agreement come within the powers of 
the directors under the Articles of Association ? did Mr. 
Sharles accept the repudiation of the agreement by 
the company ? and if not, what damages was Mr. Sharles 
entitled to? “I hold,” said the Judge, “‘ that it was 
an implied condition that the obligations of the plaintiff 
as secretary should be discharged at Salisbury House 
or at some other suitable office provided by him.” From 
the surrounding circumstances, His Lordship came to 
the conclusion that the directors of the company knew 
Mr. Sharles was carrying on his business of secretary 
to various companies in the city, and it was clear Mr. 
Sharles was to provide a registered office there. The 
resolution of the Board to remove the registered office 
to the works at Wembley amounted to a repudiation of 
the agreement entered into with Mr. Sharles, whose 
business would have been disorganised had the secretarial 
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and other work of the company not been carried out at 
his own offices. The facts disclosed that Mr. Gilston 
(chairman of the company) and other directors were 
anxious to get rid of Mr. Sharles, and he accepted Mr. 
Sharles’s version of what happened at the board meetings, 
when the matter of the removal of the registered office 
was discussed. The evidence showed no misconduct 
on the part of Mr Sharles justifying his dismissal. He 
seemed to be a truthful witness, and the Court accepted 
his evidence as against that called for the defence. 

Continuing, His Lordship said the principal attack 
upon Mr. Sharles was that he took commission on the 
insurance business of the company, but he (the Judge) 
accepted Mr. Sharles’s testimony that the directors 
were aware he was an agent and assented to his drawing 
the commission. Then, as to the alleged over charges 
by the plaintiff, there was nothing dishonest in what 
was done by him and nothing to justify his dismissal. 

In the circumstances, judgment would be for Mr. 
Sharles for £3,000 damages with costs on the claim, 
and for the defendant company for £50 on the counter- 
claim. 

Some argument ensued as to the defendants getting 
the costs of the counterclaim. The Judge eventually 
said he would consider the matter and draw up the order 
himself, at the same time pointing out that it was a 
matter solely for his discretion. 

Mr. Turner Samuels, for the company, asked for a 
stay of execution, pending an appeal, on the grounds that 
the judgment was against the weight of evidence, that 
the damages awarded were too high, and several other 

ints. 

P His Lordship refused the application, and Mr. Samuels 
intimated that he might go to the Court of Appeal and 
apply for a stay. 

An application was made to the Court of Appeal for 
stay of execution, but this was refused with costs, the 
Master of the Rolls stating that there were no materials 
for the Court to upset the discretion of Mr. Justice 
Lawrence. 


@bituarp. 


EDWARD THOMPSON ALLEN. 

It is with deep regret that we announce the death of 
Mr. E. T. Allen, M.A., Barrister-at-Law, who was Exam- 
iner in the Preliminary examination of the Society of 
Incorporated Accountants for a period of fourteen years. 
For some time Mr. Allen was engaged in preparing candi- 
dates for the Army and Navy examinations, but in 1914 
he joined the staff of Merchant Taylors’ School as assistant 
mathematical master. On reaching the retiring age in 
1926 he accepted a temporary post at St. Paul’s School, 
which he held for the next two years. He was also an 
examiner for the Oxford and Cambridge Examinations 
Board, the University of London, and the Chartered 
Insurance Institute. On medical advice, Mr. Allen 
resigned all his appointments in January last. He 
died at the end of March in his 70th year. 


JAMES GRIMWOOD. 

e have to record with much regret the sudden 
death, on April 21st, of Lt.-Col. James Grimwood, C.B., 
D.S.O., O.B.E., F.S.A.A., of the firm of Messrs. James 
Grimwood & Co., Incorporated Accountants, 2, Coleman 
Street, London. As a young man Lt.-Col. Grimwood 
passed through Sandhurst and obtained a commission in 
the First Battalion South Wales Borderers, serving in 
Egypt and elsewhere. Subsequently he retired from the 


Army and entered into articles with the then senior 
partner of Messrs. Martin, Farlow & Co. He obtained 
Honours both in the Intermetiate and Final examina- 
tions of the Society, being placed first in the former and 
second in the latter. He was elected to membership in 
1901, and shortly afterwards commenced practice. In 
1910 he unsuccessfully contested the Parliamentary 
Division of South-West Ham, and upon the outbreak of 
war in August, 1914, he rejoined the Army as a Captain 
in the 7th South Wales Borderers, of which he obtained 
the command in 1915, leading the battalion in engage- 
ments in France and elsewhere. For these services 
he was mentioned in despatches and awarded the D.S.O. 
At the conclusion of the war he was for a time Controller 
of Cost Accounts at the War Office, when he was gazetted 
C.B. Upon his return to public practice he was elected a 
member of the Council of the Society, but subsequently 
resigned. It was apparent to his friends that the long 
strain of a field command during the War had left its mark 
upon him,and he became somewhat impatient of team 
work in civil life. At the time of his death he was the 
sole partner in the firm of Messrs. James Grimwood & Co. 
Lt.-Col. Grimwood was not only a good soldier but an 
able Incorporated Accountant. 


THE INCORPORATED ACCOUNTANTS’ 
GOLFING SOCIETY 
A match between the above and the Scottish Chartered 
Accountants’ Golfing Society took place at the Hendon 
Golf Course on April 12th. In the morning a four-ball 
competition was held, the results being as follows :— 
W. P. Nairn oe 
C. G. Melrose } 1 
G. M. Kinloch ° ‘} 1 
J.C. Levay .. o< 
J.B.Scott .. o0 
J.R. Falconer oe t 
J. Wood oe 
R. J. Blackadder } 


B. L. Clarke-Lens 
F. Martin Jenkins 
H. Townsend 


W. P. Nairn and C. G. Melrose returned a best ball 
score of an average of 2 under 4’s. The bogey for the 
course is 75. 

In the afternoon single matches were played with the 
following results :— 
W.R.P.Gronow.. 
B. C. Godfrey os 
B. de V. Hardcastle .. 
R.J.Mason .. 

A.T. Keens .. 
B. L. Clarke-Lens 
F. Martin Jenkins 
H. Townsend 
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The Spring meeting 
Course on Tuesday, April 24th. The meeting was very 
well attended and an enjoyable day was spent by 31 
members and guests. 

The Captain’s Prize, presented by Mr. F. Martin Jenkins, 
was won by Mr. D. C. Brook, 92—19=73, the runner up 
being Mr. B. Barnes, 92--18=74. 

In the four-ball bogey competition in the afternoon, 
there was a tie between Mr. B. C. Godfrey and Mr. L. 
Jordan Mr. A. T. Keens and Mr. E. L. Sanders, both 
returning 4 up. 
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The Relation of Banker and 
Customer. 


An Address to the Students’ Section of the South Wales 
and Monmouthshire District Society of Incorporated 


Accountants by 
MR. R. B. DYER, 
Manager of Lloyds Bank, Newport. 


Mr, Dyer said : It may occur to you as strange that the 
subject chosen for our talk to-night is “*‘ The Relation of 
Banker and Customer.” A man rarely speaks nowadays 
of his banker ; he usually refers to his bank. The Bills 
of Exchange Act, 1882, however, never mentions a bank, 
but throughout uses the word banker. The reason for 
this is that the business of banking was originally carried 
on by individuals, long before the days of the joint stock 
company, and it is only in comparatively recent times 
that the business has passed from individuals to the large 
institutions that we have to-day. Most of the big banks 
of to-day have been built up from the private banks of the 
last century and later by amalgamation and absorption 
of smaller joint stock banks. 


I may just mention here the statement that is some- 
times made that the business man got better treatment 
in the old days at the hands of the private banker than he 
receives to-day from the big joint stock banks. It was 
said that the private banker knew his customers better and 
treated them more sympathetically ; that he had more 
control over the funds at his disposal and made decisions 
more promptly ; in short, that he had “‘more power to his 
elbow ” ; finally that most of his money was lent in the 
district in which he lived. I am unable to accept that 
view for these reasons : The local manager of one of the 
big joint stock banks to-day knows his customers pretty 
well. The funds at his disposal are very much larger than 
the old private banker had to draw upon, for the fund 
from which he can lend consists not only of the deposits of 
his district but the surplus of the bank’s deposits over the 
whole country. It is quite true that in these days of 
centralisation that a certain amount of control is exercised 
by his head office and that large loans and overdrafts have 
to receive head office sanction or confirmation. A certain 
discretion, however, is allowed to the local manager and 
it is unlikely that the head office will turn down the 
recommendations of a trusted manager. It is true that 
the final decision in making large loans is taken by the 
head office, but the prudent business man, who wishes to 
arrange a loan of, say, twenty thousand pounds, does not 
call on his bank manager at five minutes to three and 
expect to get the money by 3 o’clock. There is another 
side of the picture. Failures in the days of the old private 
bankers, though happily not so frequent as have occurred 
recently on the other side of the Atlantic, were by no 
means rare. The strength of the big joint stock banks 
to-day is unquestioned. They gather their funds from 
all over the country and if one district or industry suffers 
from depression—and we have seen a good deal of de- 
pression during recent years in our own district—other 
districts or industries enjoy comparative prosperity. I 
hope I have said enough to show that a certain measure 
of head office control does not hamper the wheels of 
business, while it clearly makes for safety and a fair 
rationing of credit to the various districts and industries. 
The too sympathetic loans of some of the old private 
bankers had to be dearly paid for by their depositors, 
while the strength of the English banks to-day is one of 
the chief factors in the financial stability of our country. 


DEFINITION OF BANKER. 

To return to the Bills of Exchange Act, Section 2 pro- 
vides that “ banker ” includes a body of persons, whether 
incorporated or not, who carry on the business of banking. 
While not very helpful in telling us exactly what banking 
is, this clearly shows that the term “ banker” in the Act 
is intended to include the modern joint stock bank. There 
does not appear to be any legal definition of banking, nor 
do the dicta of Judges help us very much. However, I 
expect all of us here have a fairly clear conception of what 
banking is. The primary business of a banker is to take 

(a) Deposit accounts. 

(b) Current accounts. 

(c) Issue and pay cheques drawn on himself. 

(d) Collect cheques, crossed and uncrossed, for his 

customers, 

There are, of course, many other functions of a modern 
bank to which I will refer later. 


Wuat is A CusToMER ? 

We have now dealt with the term “ banker.”” What isa 
customer? Is he a man who comes into a bank once for 
an isolated transaction, or is he a man who keeps an 
account with the bank and regularly pays in and draws 
money out? The man who has an account with the 
bank, to which he pays in and draws out regularly, is 
undoubtedly a customer, but opinion is divided as to 
whether a single transaction makes a customer. Suppos- 
ing a man, who has no banking account, brings a crossed 
cheque, drawn on another bank in another town, into a 
local bank and persuades the local manager to collect it for 
him and to let him have the cash in three or four days 
time, is he a customer? No clear decision has been given 
in the Courts, but I am of the opinion that the banker could 
not safely regard such a man as a customer. 


RELATIONS OF BANKER AND CUSTOMER. 

Lord Finlay : “* The relation of banker and customer 
is that of debtor and creditor with a superadded obliga- 
tion on the part of the banker to honour the customer’s 
cheques when the account is in credit.” 

In general law it is the duty of the debtor to seek out 
his creditor. This is, however, seldom observed in actual 
practice, and in any case it has been declared judicially 
that the banker’s debt is not repayable without previous 
demand. Lord Atkin said in the Court of Appeal in 1921 : 

“TI think it is necessarily a term of the contract that the 
bank is not liable to pay the customer the full amount of 
his balance until he demands payment from the bank at 
the branch at which the current account is kept. Whether 
he must demand it in writing it is not necessary now to 
determine.” 

The question as to whether the demand must be in 
writing does not appear to have been judicially determined 
but this does not appear to me to be of much practical 
importance. In actual practice, the banker would ask 
for a receipt for the money paid and this request could 
hardly be reasonably refused. It is clear that the banker 
breaks his contract if he dishonours the cheque of a 
customer, who has sufficient in the bank to meet it. 
Further by injuring his customer’s credit by his com- 
munication to the payee, he may render himself liable to 
damages for defamation. The question of the amount 
of damages depends on many factors but it is clear that 
by dishonouring a small cheque the damage may be con- 
siderably greater than by dishonouring a large cheque. 

The obligations are not all on the part of the banker. 
The late Lord Haldane said in 1918 : 

“The customer contracts reciprocally that in drawing 
his cheques he will draw them in such a form as will enable 
the banker to fulfil his obligations.” 
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The cheque must be regularly drawn, that is in such a 
way that the ordinary intelligent business man would 
recognise it as a cheque. The customer should not leave 
= » which could easily be filled in by a fraudulent 

er. 

I mentioned earlier that the primary duties of a banker 
were to take money on current and deposit accounts, to 
issue and pay cheques drawn on himself, and to collect 
cheques, crossed and uncrossed, for his customers. There 
are, however, many other services, which the modern 
bank renders. A business man to-day could hardly run 
his business without a banking account, and a banking 
account would be found useful by anyone whose income 
exceeds his expenditure. Few people, I imagine, go 
through life without at some time or other receiving the 
attention of the pickpocket— 

“ A fellow-feeling makes us wondrous kind. 

I think the poet would have changed his mind 

If walking in a crowd he chanced to find 

A fellow feeling in his coat behind.” 
The less money you carry about with you, the greater 
the disappointment of the light-fingered gentry. This 
applies particularly when travelling abroad. A banking 
account improves the credit of the holder. To be unable 
to give a “ banker’s reference ” is frequently interpreted 
as a sign of financial unreliability. Saving is, I know, out 
of the fashion at the moment, but it is a good habit all the 
same, and a banking account is a convenient channel 
through which to accumulate savings. Keeping receipted 
bills for one’s personal accounts is, I know, a troublesome 
business. To pay by cheque forms a convenient method 
of recording transactions. A bank obtains information 
for its customers concerning the commercial standing of 
persons or firms. Regular periodical payments, such as 
club subscriptions, insurance premiums, donations, &c., 
will be made on instructions. For holiday or business 
requirements arrangements may be made for a customer's 
cheque to be paid at any branch of the bank, and money 
can be paid in at any branch of the bank. Facilities are 
provided, free of charge, for the safe custody of documents, 
deed boxes, plate, and other valuables. Night safes are 
provided at many branches for the reception of cash after 
banking hours. Securities may be deposited and the 
bank will collect all coupons and drawn bonds. Passports 
are obtained for customers and pensions and pay-warrants 
certified and collected. Foreign exchange work is under- 
taken and drafts issued on all parts of the world. Letters 
of credit can be obtained, by means of which cash can be 
obtained in any town of importance all over the world. 
Many other services are undertaken by the modern bank 
and the field of service is constantly being extended. 

It is sometimes said that the big banks do not cater for 
the small man. I need hardly tell you gentlemen that this 
is far from the truth. The small one-man business of to- 
day may well become a large and successful business—not 
perhaps to-morrow, but in the course of a comparatively 
brief space of time. Bankers are not without imagination 
and are well accustomed to taking the long view. 

Bank CHARGES. 

There is just one point which I will deal with before 
concluding—bank charges. As a whole bank charges in 
this country are lighter than in any other country in the 
world. This statement is made on the authority of The 
Times. Nevertheless, it has been suggested that charges 
for overdrafts are excessive with bank rate at 2 per cent. 
and the country deposit rate at 1} per cent. In order to 
arrive at a sound opinion on the subject of bank charges, 
it is necessary to bear in mind that a bank’s expenses to- 
day amount to about 2 per cent. of its total deposits. 
Assuming that the whole of its deposits cost on an average 


about } per cent., a bank must earn something like 24 per 
cent. to cover its outgoings. Nothing is earned on about 
10 per cent. of the deposits, which a bank must keep in 
cash to meet cheques, &c., nor is anything earned on 
cheques in transit, which represent 2} per cent. of deposits. 
Between 6 per cent. and 7 per cent. is employed in short 
loans to the money market. These carry a very light 
rate, owing to their high liquidity, and the present rates 
of 4 per cent. to 1 per cent. can show no profit. On bills 
also at present rates, which are about 1 per cent. for fine 
paper, there must be a loss. This accounts for over 14 
per cent. of the deposits. Thus on these four items, 
representing about 33 per cent. of the deposits of the 
London clearing banks, the banks are not making enough 
‘to-cover their expenses. They are dependent upon 
investments and overdrafts for the greater part of their 
earnings. Investments amount to about 29 per cent. of 
the deposits and advances to about 40 per cent. Invest- 
ments probably yield between 3} per cent. and 4 per cent., 
and the average rate earned by advances is in fact less 
than 5 per cent. The average earnings of the London 
banks to-day on their deposits cannot much exceed the 
sums required to meet expenses and other outgoings. 
Rates on overdrafts are higher than on any other form of 
banking accommodation, for the reason that they carry the 
greater risk, particularly the uncovered overdraft. It is, 
therefore, right and proper that this type of advance 
shayld pay a higher rate, for bad debts and frozen credits 
are a very real problem in times of depression. 

It is a fallacy that banks make large profits during 
times of trade depression. The banks do not prosper in 
lean times, and we, like you, suffer with the rest of the 
community in times of depression. Happily signs are not 
lacking that we have passed the worst and that better 
times are in store for all of us. 


Correspondence. 


AN ACCOUNT IN DIALECT. 
To the Editors, Incorporated Accountants’ Journal. 
Srrs,—The Norwich Official Receiver in Bankruptcy, 
in the course of the administration of a debtor 
farmer’s estate in Norfolk, found the following bill made 
out by the blacksmith :— 


s. d. 


Whether the particulars of the blacksmith’s claim were 
subsequently set out in this way on his proof I do not 
know, but the Official Receiver assures me it took him 
some time to discover the nature of the services which 
had been rendered. 

The correct interpretation is :— 


Horse for half a day 

Hay for the horse 

A shoeing on him .. oe oe 
And a fetching on him again .. 


mio eto ew 
coco 


Yours faithfully, 
April, 1934. DONALD V. HAYDEN. 


_ [We seem to recollect having previously heard a some- 
what similar story.— Eds. I.A.J.] 
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QUESTIONS IN PARLIAMENT. 


Income Tax. 

On March 27th, Mr. Surcuirre asked the Chancellor 
of the Exchequer whether, with regard to the re-registration 
of trade marks, he will state under what statutory authority 
the Income Tax Authorities are now claiming that renewal 
charges should be written back for the computation of 
Income Tax ; and whether he is aware of the burden which 
this procedure imposes on firms for the first time ? 

Mr. CHAMBERLAIN: The Board of Inland Revenue 
have recently had this matter under consideration and, 
while they are advised that the question at issue is not 
wholly free from doubt, they have decided, for the future, 
to offer no objection to the allowance of these charges. 


Receivership Proceedings 

On April 10th Mr. Tinker asked the President of the 
Board of Trade if his attention has been drawn to several 
recent cases where companies have gone into liquidation 
and a receiver appointed, where the charges have been 
heavy and the greater part of the assets have been taken 
in the costs of the proceedings ; and will he give con- 
sideration to the amending of the Companies Act, so as to 
avoid such excessive costs ? 

Mr. Runciman: My attention has been drawn. to 
only one case of the kind mentioned, and in this case the 
circumstances were somewhat exceptional. I would 
remind the hon. Member that the proceedings of a liquida- 
tor are controlled, and his remuneration normally fixed, 
by the Committee of Inspection nominated by the general 
body of creditors and contributories of the company in 
liquidation. 

Mr. TinKER: If I send the right hon. Gentleman par- 
ticulars of several cases which have come to my know- 
ledge, will he go into them ? 

Mr. Runciman: I shall be very glad to go into any 
cases which the hon. Gentleman may send on to me. 


Income Tax Allowances. 

On April 24th, Mr. JouN WiLMorT asked the Chancellor 
of the Exchequer to state the cost to the Exchequer of 
restoring the income tax reliefs and allowances to the 
level in force immediately prior to the emergency — 
of 1931. 

Mr. CHAMBERLAIN said it was estimated that the 
restoration of the personal allowances and reliefs to the 
level obtaining before the second Budget of 1931, which 
included an increase in the earned income allowance from 
one-sixth to one-fifth, as well as a decrease in the other 
main personal allowances, would cost about £26,000,000. 


Bankruptcy Act. 

On April 17th, Captain Buttock asked the President 
of the Board of Trade whether he is aware that, in view 
of the decision of the Courts that Sub-section 2 of Section 51 
of the Bankruptcy Act does not apply to the prospective 
and contingent earnings of a professional man in the 
exercise of his profession, cases of considerable hardship 
exist where creditors in poor circumstances are unable to 
obtain any sums owed to them by persons who have been 
adjudged bankrupt and subsequently earn substantial 
sums in the above mentioned way ; and whether he will 
consider the introduction of amending legislation to deal 
with this matter ? 

Dr. Burcin : Any proposal to extend the provisions of 
Section 51 of the Bankruptcy Act to cases in which future 
income or earnings are contingent and fluctuating would 
be attended by serious practical difficulties, but other 
provisions of the Bankruptcy Act already enable the 


Official Receiver to intervene on behalf of the creditors in 
cases where evidence is forthcoming that an undischarged 
bankrupt is, in fact, earning substantial sums in the 
exercise of his profession. 


POVERTY IN PLENTY. 


Below is a copy of a letter which appeared in The Times 
last month under the signatures of Sir Geoffrey R. Clarke, 
Hon. Robert James, Sir Maurice Jenks, F.C.A., Sir 
Stanley Machin, Sir James Martin, F.S.A.A., Captain 
A. G. Pape, Sir Reginald Rowe, Lord Sempill, Sir A. 
Verdon-Roe and Mr. Vincent C. Vickers. The letter has 


given rise to a good deal of discussion and comment. 
“The modern paradox of poverty in the midst of 
plenty was the subject of a challenging passage in the 


speech of his Majesty the King at the opening of the 
His Majesty 


World Economic Conference last year. 
said :— 

“* Tt cannot be beyond the power of man so to use 
the vast resources of the world as to ensure the material 
progress of civilisation. No diminution in these resources 
has taken place. On the contrary, discovery, invention, 
and organisation have multiplied their possibilities to 
such an extent that abundance of production has itself 
created new problems.’ 

“* Under modern scientific conditions the capacity of 
industry to produce is unlimited, and the continued 
existence of destitution, poverty and unemployment 
throughout a large portion of the population demonstrates 
the fact that the present monetary system, the proper 
function of which is to facilitate the production of goods 
and their distribution to consumers as required, has 
broken down, both in its national and international 
aspects. The system is obsolete, and has become a hind- 
rance to the effective distribution of goods. 

“The object of production is consumption, and with 
approximately 90,000,000 people destitute or on the verge 
of destitution in the advanced nations which keep statis- 
tics, it cannot be suggested that the desire to consume is 
not present. Both these primary functions of the econo- 
mic body—production and consumption—are frustrated, 
and what should be a healthy and vigorous organism is 
paralysed in peace-time by the failure of the monetary 
system of distribution. 

“The monetary system is man-made, and can be 
altered : there is nothing sacrosanct about it. 

** We, the undersigned, in common with a large and 
rapidly growing body of citizens who are genuinely con- 
cerned at existing conditions, have come to the conclusion 
that gold is not essential as the basis for the issue of 
national money, and that nations should not be under 
obligation to make payments internationally with gold. 
A system must, in our view, be established under which 
the issue and recall of currency and credit will be regulated 
on a rational, national and scientific basis, so that the 
correct number of money-tokens shall be available to con- 
sumers to enable them to enjoy the output of production. 


- “* We appeal, through your columns, for an immediate 
investigation by Parliament of the fundamental principles 
which should govern our monetary system with a view 
to its reform in the interests of both producers and con- 
sumers. 

“There is, in our opinion, no need to wait for inter- 
national agreement, since if Great Britain gives the lead, 
other countries will, we believe, find it in their own 
interests to follow.” 


—_ ee | 
——_—————————————————— Eel x 
‘ 
eel 
i 
( 
P 
] 
Be 
t 
‘ 
1 
( 
F 
é 
F 
' 
: ( 
( 
1 
! 
' 
1 
‘ 
‘ 
‘ 
‘ 
‘ 
oe ee 


sac |g 


May, 1934] 


THE INCORPORATED ACCOUNTANTS’ JOURNAL. 287 


Income Tax and the Bomicil and 
Residence of Corporations. 


A Lecture delivered before the Incorporated Accountants’ 
South Wales and Monmouthshire District Society, by 
Mr. A. GOLDSTEIN, LL.M. 
Inspector of Tazxes. 

Mr. GOLDSTEIN said: Before commencing, I must make 
it clear that the substance of my address and any comments 
I may make during the subsequent discussion represent my 
own personal views,and should in no way be regarded 
as reflecting the official view of the Inland Revenue 
Department. 

Before we can deal with the purely Income Tax aspect 
of residence and domicil or with corporations as con- 
trasted with individuals, we must first clear our minds by 
defining residence and domicil in terms of the individual. 


We shall see that the criteria necessary to determine 
the place of residence or domicil of an individual differ 
from those applicable to a corporation ; moreover, the 
facts necessary to determine the place of residence of a 
corporation for the purposes of the Income Tax Acts are of 
a completely different class to those employed in order to 
ascertain whether a non-English corporation resides here so 
.as to be amenable to the jurisdiction of our Courts. 


DEFINITIONS. 

I will first try to define and explain in general terms, 
residence and domicil. 

RESIDENCE.—Residence has been well defined, in the 
case of an individual, as “* habitual physical presence ”’ in 
a country. This definition covers those cases where no 
place of abode is maintained here and recent income tax 
cases have clearly shown there is no need for an individual 
to have a settled home here in order to be resident here. 

In Levene v. Commissioners of Inland Revenue (13 T.C., 
486) the taxpayer revisited this country each year for 
short periods totalling less than six months in each year 
and stayed in hotels. The decision of the Commissioners 
that he was resident here was upheld by the House of 
Lords. 

In Lysaght v. Commissioners of Inland Revenue (13 T.C., 
511) the appellant had his permanent home and only 
residence, in the ordinary sense, at Mallow, in Ireland. 
He visited this country regularly to attend monthly 
directors’ meetings of a company of which he was man- 
aging director ; during these visits he stayed in hotels. 
Again the House of Lords held that the decision of the 
Commissioners holding the taxpayer resident was one of 
fact and therefore unimpugnable. 

These cases and Cooper v. Cadwalader (5 T.C., 101) 
clearly show that an individual can be resident in more 
than one place at the same time. 

A corporation cannot be physically present anywhere, 
and we shall see that the criteria necessary to determine 
its place of residence are very different to those used to 
establish the “‘ habitual physical presence ” for an indi- 
vidual. 

Domicit.—Domicil is one of those legal conceptions 
whose meaning is very difficult to define concisely and 
shortly ; the best perhaps is, ‘“* A person’s domicil is that 
country in which he either has or is deemed by law to have 
his permanent home.” I commend your attention to the 
second portion of this definition. 

In English law, as contrasted with that of many Conti- 
nental countries, domicil and status are closely inter- 
woven (Salvesen v. Lord Advocate. (1927; A.C., 641.) 


Every person at birth becomes a member both of a 
political and of a civil society ; the former determines his 
political status or nationality and the latter his civil 
status. 

The law governing the civil society into which a person 
is born remains attached to his person until he ceases to 
be a member of that society ; this law is termed, the Law 
of the Domicil of Origin. At birth, if legitimate, an indi- 
vidual acquires the domicil of his father ; this domicil is a 
fiction of law and is termed Domicil of Origin. Every 
person has one domicil, but, unlike residence, he cannot 
have more than one at the same time. 

An adult can change his domicil, but in view of its 
importance in connection with status it may be imagined 
that.very strong proof indeed has to be adduced to show 
that one has changed the domicil of origin with which one 
started life ; the presumption of law is always against this 
change, which must in every case be proved with perfect 
clearness by the person alleging it. The case of the 
Attorney-General v. Yule (145 L.T., 9) shows how difficult 
it is to prove loss of Domicil of Origin. 

When a domicil of origin is changed, one acquires what 
is termed a domicil of choice; whether this has been 
acquired is purely a question of fact and it is much easier 
to prove a change of domicil of choice than the loss of one’s 
domicil of origin. 

A domicil of choice can only be acquired voluntarily 
and by a combination of actual residence together with an 
intention of permanent or indefinite residence. This 
intention is termed animus manendi, and is very 
difficult to prove where domicil of origin is alleged to have 
been lost. 

When the facts upon which the acquisition of a domicil 
of choice is based cease to exist, an individual reverts to his 
domicil of origin or acquires another domicil of choice. 

In passing we must note that the term “ commercial 
domicil,” which becomes important in war-time where 
trading with the enemy is concerned (Daimler Company, 
Limited v. Continental Tyre Company, Limited (1916, 2 A.C., 
307), is hardly distinguishable from residence and is 
established by the same set of facts. 

We may briefly sum up by saying that an individual is 
domiciled in the United Kingdom if his domicil of origin 
was there and is still retained or if he has acquired and 
retains a domicil of choice in the United Kingdom. 

I expect you are by now wondering when I propose 
dealing with income tax : I will not try your patience long, 
and will conclude my definitions by saying that for the 
purposes of this lecture a corporation may be defined as an 
English joint stock or chartered company or its foreign 
equivalent. 

As the normal definition of domicil is interwoven with 
that of residence, I will deal with the latter first. 

ReEs«tpENcE.—I propose first showing how residence 
affects the liability of both the individual and the corpora- 
tion to income tax and then endeavouring to set out and 
explain the principles which determine the place of 
residence of a corporation by reference to the series of 
cases from which they have been evolved. 

In the first place, for income tax purposes a body of 
persons is chargeable in the same manner as a person is 
chargeable (Rule I of General Rules, all Schedules Income Tax 
Act 1918); by section 237 of this Act a company is 
comprehended by the expression ‘ body of persons.” 

Schedule E deals with offices or employments of profit 
and by its terms excludes any reference to corporations ; as 
regards the other schedules, let us see how, if at all, the 
residence of the person chargeable affects his liability to be 
taxed. 
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Schedule A.—Tax is charged under this schedule upon 
all property situate in the United Kingdom which is 
capable of actual occupation. 

Schedule B.—Tax is charged under this schedule in 
respect of the occupation of land situate in the United 
Kingdom. As regards both these schedules, the residence 
of the taxpayer is immaterial. 

Schedule C.—Tax is charged under this schedule in 
respect of annual payments from any public revenue 
whether British, Colonial or foreign, which are payable 
here ; interest, &c., on securities of a foreign state or 
British possession payable here is, however, not assessable 
if the owner proves he is not resident in the United 
Kingdom. 

Liability under each of these schedules attaches by 
reason of the subject matter of assessment being situate in 
this country, whether physically or notionally, and is thus 
independent of residence. 

Schedule D.—It is when we come to Schedule D that 
residence may become all-important, for income from 
property situate abroad is taxable if the recipient is 

_Tesident in this country. 

The charging section, Schedule D, Income Tax Act, 
1918, provides inter alia that :— 

(a) A person resident in the United Kingdom is 
liable upon profits arising from property wherever 
situate, if not assessable under any other schedule. 

(6) A person resident here is liable in respect of profits 
arising from a trade wherever it may be carried 
on; we must, however, note Colquhoun v. Brooks 
(2 T.C., 621) as regards individuals, and Egyptian 
Hotels, Limited v. Mitchell (6 T.C., 542) as regards 
corporations, which held that where a trade is 
wholly carried on abroad, the profits arising 
therefrom are assessable under Case V only upon 
the amounts actually remitted here, and not under 
Case I upon the total profits. 


Where property is situate here or a trade carried 
on here, the profits arising therefrom are assessable 
wherever the taxpayer may be resident. A non- 
resident can only, however, be taxed through an 
agent, trustee, &c., subject, however, to certain 
very detailed rules where the matter assessed is 
the profits of a trade. (See Rules 5-14, General 
Rules, all Schedules). - 

We may here note several provisions of the 
Income Tax Act, 1918, whereby a person not 
ordinarily resident here can escape a certain 
modicum of taxation; examples are sect. 46 as 
regards income from War Loan, &c., and Cases IV 
and V, Schedule D, where a British subject not 
ordinarily resident here is liable in respect of 
income from foreign and colonial securities and 
possessions only upon actual remittances to this 
country instead of upon the full amounts arising 
abroad. 

INDIVIDUAL. 

There are two rules as to residence which should be 
noted, since though they are expressed so as to apply to 
persons, which term includes a corporation, yet by their 
very wording they can only be applied to individuals. 

These two rules are: Firstly, No. 2, Miscellaneous 
Rules, Schedule D, which provides that no charge shall 
be made under Cases IV or V of Schedule D where a person 
is here for some temporary purpose only and has not 
resided here for periods totalling in all six months or 
more in the year of assessment. 

The other rule is: No. 3, General Rules, all Schedules, 
which provides that a British subject whose ordinary 


residence is here shall be charged as a resident in the 
United Kingdom, even though he is out of the United 
Kingdom, provided his absence abroad is for the purpose 
of occasional residence only. 

We shall see from the definition of “* residence of a 
corporation,” that this rule can never apply in such 
cases. 

Attention should be briefly directed to the point 
that residence is a basis of liability while “‘ not being 
ordinarily resident ’ is a ground of relief. 

The Lord Chancellor in Levene v. Commissioners of 
Inland Revenue (13 T.C., 507) stated that he found it 
difficult to imagine a case where ** a man was not resident 
here, while being ordinarily resident here”; Viscount 
Sumner in Lysaght v. Commissioners of Inland Revenue 
(13 T.C., 5388) suggests that “ ordinarily” is here con- 
trasted to ‘‘ extraordinarily,” and means “ part of the 
regular order of a man’s life.” In the same case Lord 
Buckmaster held that if a person was resident here, 
‘“* ordinarily resident ’’ meant no more than that residence 
was not casual nor uncertain and that the person so 
resided in the ordinary course of his life. 


CORPORATIONS. 

It is now, I am sure you must be feeling, ample time 
for me to come to the main topic of my address, viz, 
Corporations. 

The determination of what is the place of residence 
of a corporation for Income Tax purposes has occupied 
the Courts for the last 50 years, and it may be doubted 
even now whether we have reached finality. 

I now propose reviewing the cases upon which the 
present legal position is based. At the outset I will say 
that the effect of these decisions has been to define the 
place of residence of a corporation as the place where 
the directing and controlling power is exercised, or, 
perhaps better, ‘“‘ where the central control and manage- 
ment actually is.” The place of incorporation or regis- 
tration is only evidentiary and not conclusive of the 
place of residence. Control, however, may be divided, 
so that it is possible for a corporation, like an individual, 
to be resident simultaneously in more than one country. 

We shall now see how these propositions of law have 
been arrived at ; we shall also see that the problem often 
resolves itself into one of degree, i.e. of fact, provided 
that these principles are not lost sight of. 

The starting point, but one which has so constantly 
been reverted to in the decisions that it seems also to be 
the terminating point, of the present law is the celebrated 
judgments of Barons Kelly and Huddleston in the cases 
of Calcutta Jute Mills Company, Limited, v. Nicholson 
(1 T.C., 83) and Cesena Sulphur Company, Limited, v. 
Nicholson (1 T.C., 88) decided in 1876. 

In the Calcutta case the manufacture and sale of jute 
took place in India, where all the property of the company 
was situate; the directors met in London, where the 
registered offices were. The shareholders met and the 
directors declared dividends in London, from which 
place also the directors controlled the general finances of 
the company. 

In the Cesena case the registered offices were in London, 
where the directors and shareholders met and dividends 
were declared. The main destinies of the company were 
controlled from London, but the whole of the manufacture 
and sale was in Italy, where also the main books, accounts, 
and banking accounts were kept. In each case the com- 
pany was registered here under the Companies Acts, 
though the Cesena Company was also registered in Italy ; 
in each case thé General Commissioners for the City of 
London found the company to be resident here. 
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In the Court of Exchequer the Attorney-General for 
the Crown claimed that the place of registration or 
incorporation was the sole test of residence (see Attorney- 
General v. Alexander (L.R. 10, Ex. 20), but his contention 
was not accepted by the Court. 

Chief Baron Kelly held that each company was 
controlled by its governing body which was in legal 
possession and control of the company’s property wherever 
situate. He further held that a corporation resided where 
its governing body met. In arriving at this view he was 
assisted by previous decisions on appeal from the County 
Courts, which had held that a railway company resided 
where its principal place of business was situate, i.e. 
where its head office was. 

Baron Huddleston heid that as a corporation was an 
artificial and legal person, in order to give effect to the 
Income Tax Acts, an artificial residence had to be found 
for it. He dismissed the place of registration as being no 
more evidence of residence than the place of birth would 
be for an individual. He held that in each case adminis- 
tration, i.e. control, was with the directors who met in 
London where, accordingly, the company must be held 
to be resident. These basic judgments have been 
repeatedly upheld in the House of Lords with every 
expression of commendation. 

The Sao Paulo Railway Company, Limited, v. Carter 
(3 T.C., 407) held, in the case of a trading company, that 
where it had been found that control was situate here, this 
implied that some part of the trade was carried on in 
this country and that, accordingly, as the company was 
by definition resident here, it was liable under Case I, 
Schedule D, upon the whole of its profits. In Colquhoun 
v. Brooks (2 T.C., 621) the House of Lords had held that 
where a trade was wholly carried on abroad by a resident 
in this country, no provisions existed by which an effective 
charge could be made under Case I, so that liability only 
existed under Case V upon amounts remitted to this 
country. The Sao Paulo Company ran a railway in Brazil 
through a local superintendent, but control was exercised 
by the directors in London. 

Up to the end of the nineteenth century, the only 
cases that had come before the Courts upon ‘“* Residence 
of Corporations *’ had been those of English companies 
incorporated here ; it was clear that the test of residence 
was the place of control, but in every case this had been 
found to be situate here. 

In 1906 we come to the leading case on this subject, 
and one which, at the time, seemed to have clinched 
matters, viz, De Beer’s Consolidated Mines, Limited, v. 
Howe (5 T.C., 198). This company was registered in 
South Africa, under Acts similar to our Companies 
Acts ; its diamond mines were situate there, where the 
shareholders also met for both ordinary and extra- 
ordinary meetings. Its directors met both at the head 
office, Kimberley, South Africa, and in London. A 
majority of the directors resided in London, and it was 
found as a fact that the London directors, in effect, 
controlled and managed the chief operations of the 
company. The General Commissioners for the City of 
London found that general control was exercised at 
the London meetings and that the company was, 
accordingly, for Income Tax purposes, resident in 
London. 

The company contended that since its head office was 
in South Africa, as its shareholders met there, and as it 
was incorporated there, it must accordingly be held 
to be resident in South Africa. 

The judgment of the Lord Chancellor (Lord Loreburn) 
has always been accepted since as a model summary of 
the facts necessary to determine the place of residence 
of a corporation; there was, however, until a recent 


case to be referred to later, a doubt whether his judgment 
applied also to companies incorporated in the United 
Kingdom, 

Lord Loreburn definitely rejected the place of incorpora- 
tion as the sole test of residence ; he said that “ in applying 
the conception of residence to a company we ought, I 
think, to proceed as nearly as we can upon the anolagy 
of an individual. A company cannot eat or sleep, but 
it can keep house and do business. We ought, therefore, 
to see where it really keeps house and does business. An 
individual may be of foreign nationality and yet reside 
in the United Kingdom, so may acompany. The decisions 
of 30 years ago in the Calcutta and Cesena cases involved 
the principle that a company resides for the purposes of 
income tax where its real business is carried on .... . 
I regard that as the true rule, and the real business is 
carried on where the central control and management 
actually abides .... it is purely a question of fact 
whether a case falls within this rule . ... and is to be 
determined by a scrutiny of the course of business and 
trading.” 

The first breach made in the liability of English regis- 
tered trading companies under Case I (see the Sao Paulo 
case referred to earlier) was the epoch making decision of 
an evenly divided House of Lords in the Egyptian Hotels, 
Limited, v. Mitchell (6 T.C., 542) decided in 1916. This 
decision enables a trading company registered under our 
Companies Acts to escape taxation on the whole of its 
profits under Case I if its trading operations are conducted 
and controlled by an independent local board of directors 
resident in a foreign country. 

The company in this case was registered here, and 
throughout the argument it was never denied by its 
legal advisers that it was resident here. The company 
carried on an hotel business in Egypt through a local 
board of directors who, under certain of the Articles of 
Association, were able to exercise all the powers of the 
company in relation to its Egyptian business and to 
retain all moneys unless otherwise instructed by the direc- 
tors. This local board was to be independent of any 
other board of the company; the seal of the company 
was kept here, while any business other than that of 
the hotels in Egypt, e.g. the declaration of dividends and 
raising of loans, was dealt with by the London directors. 
The Commissioners found that the English directors 
controlled the company and that it was, accordingly, 
liable on all its profits under Case I. 

In the House of Lords it was held that the trade of 
hotel proprietor was, on the facts found, wholly carried 
on abroad and that liability attached therefore only - 
under Case V upon remittances and not under Case I, 
Colquhoun v. Brooks (2 T.C., 621) being followed. As 
Todd’s case has recently shown, the Egyptian Hotels case 
is no authority a$ to residence of a corporation, as both 
the company’s Counsel and all the Judges assumed it was 
in any event resident here. The ratio decidendi appears to 
have been either (Lord Parker) that, like an individual, a 
corporation could carry on two separate trades and that, 
in this case, the Egyptian hotel business was distinct 
from any other and wholly carried on abroad, or else 
(Lord Sumner) that the bare possession by the English 
directors of power to control was not sufficient to make 
them controllers in fact. This case, although not on all 
fours with the Swedish Central Railway Company case, 
to be referred to later, can probably be supported by 
saying that the company was resident both in Egypt and 
in England as control over the whole of its transactions 
was divided, i.e., the English directors declared dividends, 
raised loans here, &c., &c., and that, therefore, the 
company performed functional activities here besides 
being merely registered here as an English company. We 
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shall see that the facts tending towards non-residence 
were far weaker than in the Egyptian Delta Investment 
Company, Limited. We may here note two subsequent 
House of Lords decisions, both dealing with trading 
companies incorporated abroad, which really did no more 
than re-establish Lord Loreburn’s definition of place of 
residence as laid down by him in the De Beers case. 

In the American Thread Company, Limited, v. Joyce 
(6 T.C., 153) a company incorporated in the United States 
of America was wholly controlled by an English company 
which held the maximum number of shares possible. 
Ordinary meetings of shareholders were held in the 
United States of America, but all extraordinary meetings 
took place here, where also the directors met and the 
dividends were declared. The General Commissioners 
held that the U.S.A. company was controlled and managed 
by the directors resident here, and therefore it was resident 
in this country. The House of Lords held there was ample 
evidence to justify this finding of fact. 

In the New Zealand Shipping Company, Limited, v. 
Thew (8 T.C., 208), we have a company incorporated and 
registered in New Zealand ; a United Kingdom board of 
directors conducted all the business affairs of the company 
from England and had exclusive control of the financial 
and administrative affairs of the company and decided 
all matters of policy. A separate board in New Zealand 
conducted trading operations in Australasia ; accounts 
and register of shares were kept here, where dividends 
were declared and shareholders met. The House of Lords 
held the decision of the Special Commissioners that the 
company was resident here to be justified on the facts. 

Up to 1922, when the last case was decided, there had 
been no instance where an English registered company 
had been held to be non-resident and not liable even 
under Cases IV or V, Schedule D. Since the beginning 
of the twentieth century, with the exception of the 
Egyptian Hotels Limited case, all decisions had been 
whether trading companies incorporated abroad could be 
held to be resident here and liable under Case I. The 
effect of the decisions to this date was, briefly, that a 
trading company was resident in the country where its 
control and central management was situate ; the place 
of incorporation or registration was merely an item of 
evidence and not conclusive. 

We now come to two recent decisions of the House of 
Lords which cleared up the two points left open by the 
admission of residence in the Egyptian Hotels case, viz, 
firstly, could a company be simultaneously resident in 
more than one place, and, secondly, could a non-trading 
company in any event be held to be resident at its place 
of incorporation. The two cases were the Swedish 
Central Railway Company, Limited, v. Thompson (9 T.C., 
343) and Todd v. Egyptian Delta Land and Investment 
Company, Limited (14 T.C., 122). 

In the former the Special Commissioners held that an 
investment company registered here but controlled from 
abroad was resident here ; in the latter the City of London 
General Commissioners held that a similar type of com- 
pany also registered here and controlled from abroad was 
not resident here. Both cases went to the House of 
Lords where the decision of each body of Commissioners 
was upheld on the ground that the question of residence 
was one of fact and that there was material for the 
decisions. 

By contrasting the facts as found by the Ccmmissioners 
and also the judgments of the Law Lords, it may be 
possible to reconcile these two conflicting decisions of 
the same appellate Court ; with all respect, I have grave 
doubts as to my ability to perform this tash. 

The following is a brief summary of the facts found 


in each case :— 


Swedish Egyptian 
Central Delta 
Railway Company. Company. 
(a) Place of incorporation 
and registered oflice London .. London 
(6) Place of control .. Sweden -. Egypt 
(c) “ Subject of assess- Lease rent for Mortgage, in- 
ment ” railway sit- terest and 
uate in 
Sweden 
(Case V) 


(d) Where — shareholders 
and directors met.. Sweden 
(e) Secretary’s residence 
and seal kept... 
(f) Dividends _ declared 
and moneys kept .. 
(g) Share register kept 
and transfers 
effected .. “ 
(hk) Accounts made up 
and audited ae 
(i) Dividends to United 
Kingdom = share- 
holders paid from. . 
(j) Bank accounts kept. . 


London 


(k) Where share certifi- 
cates made out .. 
(2) Committee of direc- 
tors meet to attach 
company’s seal and 
sign cheques -.- London oe —— 
(m) Decision of Commis- 
sioners .. -- Place of con- Facts of case 
trol only a distinguish 
test re for- 

eign com- 

panies as- 

sessable un- 

der Case I. 

Company 

held _resi- 

dent here 

following 

Egyptian 

Hotels case 

Let us now consider the judgments and dicta in the 
two cases in a little more detail. 

Swedish Central Railway case: Rowlatt (J), in up- 
holding the decision of the Commissioners, emphasised 
that the company was not only active here as the facts 
found showed, but also performed here some of the vital 
organic operations incidental to its existence as a company, 
i.e., kept its seal, banking account and transfer book in 
London where its accounts were made up and audited, 
and dividends paid. He held that a company could 
have two residences and that one could be at the registered 
offices if vital functions were performed there. The Lord 
Chancellor held that a company could have more than one 
residence for income tax purposes ; he said, “ a company 
had an actual residence where its central control was 
situate, but that it could also have other residences as 
central control could be divided; the Egyptian Hotels 
case,” he said, “‘ was inconsistent with the view a com- 
pany could have only one residence. If a company, like 
an individual, could have two residences, there was enough 
material here upon which the Commissioners could have 
based their finding. Registration here, together with the 
other circumstances found by the Commissioners, could 
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justify their finding, especially as there was no question 
of conflict between Cases I and V.” 

Egyptian Delta Investment Company, Ltd. case. In 
the Swedish Central Railway Company case, in order to 
displace the finding of the Commissioners it had to be 
shown that they had misdirected themselves in law, or 
else that a company must, in law, be deemed resident 
only where its central control was situate. In Todd's 
ease, in order to displace the Commissioners’ finding of 
“ non-residence ’’ it was necessary for the Crown to show 
that in law a company must always be resident at its place 
of registration or incorporation, wherever else it might be 
resident. 

The facts of this latter case show that the Crown could 
hardly have chosen a worse one upon which to rely ;_ by 
invoking the aid of the Courts to upset the Commissioners’ 
decision, the Crown lost all the advantage gained by the 
Swedish Central Railway decision. In Todd’s case the 
Court of Appeal had held that as a company registered 
here under the Companies Act could have more than one 
residence, it must be held for all purposes always to have 
one at its registered offices here. The House of Lords, 
however, held that incorporation here did not of itself 
make a company resident here, and that the Commis- 
sioners’ decision was, therefore, not erroneous in point of 
law. It was also laid down that place of control is the 
only test for residence of a Corporation. 

Of the various judgments, that of Lord Sumner was 
the most illuminating. He began by repeating that the 
only true analogy between the residence of a natural and 
an artificial person was where a business was in fact 
carried on. Incorporation here under the Companies Acts 
merely gave a company an English status comparable 
with that of a person domiciled here. Rule 4 (1) Miscel- 
laneous Rules, Schedule D, provides that assessments shall 
be made at the place of trade, manufacture or ordinary 
residence. An accommodation registered office could 
not be considered a place where one could be ordinarily 
resident. Lord Sumner, by reference to the Cesena, 
Calcutta Jute and De Beers cases, showed that in the 
case of trading companies the place of incorporation was 
very clearly only an incident in determining residence, 
and not determinative of it, otherwise these cases would 
have been decided by saying: ‘*‘ Company registered here, 
therefore resident here.”” Lord Sumner laid it down that 
there was not one test for foreign companies registered 
abroad, viz., where control was, and another for 
English companies, viz., place of registration; the 
same principle applied to all companies, viz., they were 
resident where they were controlled from. 

The deciding factor preventing the House of Lords 
from holding that an English company must inevitably 
be resident at its registered offices was Rule 7, General 
Rules, all Schedules, which reads: “. . . where a non- 
resident person not being a British subject nor a British, 
Indian, Dominion or Colonial company ...”; this 
rule clearly showed that the Legislature must have con- 
templated that an English company registered here could 
yet be non-resident for income tax purposes. 

The Swedish Central Railway Company case was ex- 
plained away by showing that the business done in London 
was of such a degree as to make it possible for the Com- 
missioners to find that that company was resident here ; 
in the static condition of that company, its main business 
was administrative, and it could reasonably be held that 
administration was fairly divided between Sweden and 
London. ; 

This attempt to reconcile the two cases appears rather 
thin; in the Swedish Central Railway case the Com- 
missioners found not that control was equally divided 
between England and Sweden, but that it was in Sweden ; 


according to Todd’s case, the company was resident in 
Sweden, and not here. It was the Judges who, acting 
beyond their jurisdiction, found as a fact that control was 
equally divided. I agree that on the facts the Com- 
missioners could have found control was equally divided, 
but they didn’t! The only way to reconcile these co- 
ordinate decisions, and reconcile them we must, is to 
say that the finding of the Commissioners that the Swedish 
Central Railway Company was controlled in Sweden and 
yet resident here implied a finding of fact that control was 
equally divided ; the Courts would undoubtedly have 
held that there was sufficient evidence to justify this 
finding of fact if it had been made. 

We may briefly sum up the cases by enunciating the 
principle that for income tax purposes a corporation is 
resident where the control and central management is 
really situate, which is always a question of fact ; in the 
case of a non-trading corporation, its control may be so 
divided that it may simultaneously be resident in more 
than one country. 

I will conclude this portion of my address by barely 
stating that a corporation is always “‘ ordinarily resident ” 
at its place of residence : you should note Rule 7, Miscel- 
laneous Rules, Schedule D, by which dividends of foreign 
or colonial corporations entrusted to a resident here 
for payment to other residents are chargeable to tax 
by the Special Commissioners. Dividends of an English 
company held to be not resident here are assessed on the 
recipients under Schedule D, where paid to a resident in 
the United Kingdom. 

JURISDICTION. 

I will now briefly touch upon residence of a Corporation 
for the purposes of subjection to our jurisdiction. A 
company registered in England under the Companies 
Act, 1929, sects. 92 (1), 370 (1) and 380 (1), is ipso facto 
amenable to the jurisdiction of English Courts. A com- 
pany incorporated outside the United Kingdom resides, 
as regards subjection to our jurisdiction, wherever it 
carries on business. It has been held that a foreign 
company carries on business here, if it has an agent here 
at a fixed spot, provided such agent has power to make 
binding contracts, and that there is a series of such 
transactions. This residence is purely for the purposes 
of enabling the foreign corporation to be served with a 
writ, and is based on no such general principle as is 
residence for income tax purposes. It is interesting 
to note that the test of residence for subjection to our 
jurisdiction is identical with that adopted in order to 
prove that a foreign corporation or non-resident is carrying 
on a trade here so as to be liable under Case I, Schedule D 
—in both it is vital that the agent should reside in England 
and have power to make binding contracts, see Erichsen 
v. Last (4 T.C., 422) and Grainger v. Gough (3 T.C., 462), 
to mention only two out of the many cases on this point. 

DomiciL. 

I am afraid that time is getting on, so I will hasten to 
the concluding portion of my address, viz., as to the 
effect of the Domicil of a Corporation upon its liability 
to income tax. 

Normally, domicil does not affect liability to income 
tax, which we have seen is based upon either the taxpayer 
or the subject matter of assessment being situate in the 
United Kingdom. 

It is only as regards liability under Cases IV and V of 
Schedule D that domicil becomes at all important ; Rules 
2(1) and 3(1) of the Rules applicable to these two cases 
provide that a person not domiciled in the United Kingdom 
(though he may be resident there) shall be liable in 
respect of income from foreign and Colonial securities 
and possessions only upon actual remittances to this 
country instead of upon the full amount of the income 
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therefrom arising abroad, whether or not remitted to 
this country. 

To ascertain whether a company can obtain the relief 
due under these rules, we must see, firstly, whether a 
company can have a domicil and, secondly, if so, where 
it is situate. 

We have seen that, unlike residence, an individual 
can only have one domicil and that at birth he has given 
him by a fiction of the law a Domicil of Origin, viz., 
that of his father. 

So it seems possible to say that, at the moment of its 
existence, a corporation has a similar domicil attributed 
to it by law, viz., that of the country by whose law 
it is incorporated. 

Can a corporation acquire a Domicil of Choice? I 
submit no, as all the cases dealing with the acquisition 
of Domicil of Choice are based on the individual’s physical 
presence in a country. 

I suggest then that a corporation is always domiciled 
in the country to whose laws it owes its existence and 
by which it is incorporated. 

I am aware that this suggestion is opposed to the 
main current of text book authorities ; there have been 
no actual decisions as the cases where domicil of a cor- 
poration have appeared to be the issue have really 
turned upon residence, the two being confused. 

In the 1932 edition of Halsbury’s Laws of England, 
the domicil of a corporation is stated to be, as regards a 
company incorporated outside Great Britain, at its 
principal place of business, t.e. where its control and 
management is found; the Income Tax cases I have 
referred to upon residence are relied on for this view. 

Dicey, whose monumental work on the “ Conflict of 
Laws” is accepted by our Courts as semi-authoritative, 
lays down that the places of residence and of domicil 
of a corporation are the same, viz, where its adminis- 
trative business is carried on; Dicey also relies on the 
Income Tax cases, and his views are supported by another 
eminent jurist, Westlake ; we may note that Watkins 
v. Scottish Imperial Insurance Company, Limited 
(23 Q.B.D., 285) held a company was domiciled at its 
head office, but this was a case upon jurisdiction. 

My view that a corporation is domiciled for all purposes 
at its place of incorporation seems to me to follow from 
the close connection in our law between domicil and 
status and from the fact that the status of a corporation, 
i.e. the sum of its capacities and incapacities, rights and 
duties, is determined by the law of the country of its 
incorporation. We have seen that civil status is deter- 
mined by the Law of Domicil (Salvesen’s case) and may 
usefully refer to the recent cases of the Russian and English 
Bank, Limited, v. Baring Bros. & Co., Limited (1932, 
1 Ch., 435) and Lazard Bros. & Co. v. Banque Industrielle 
de Moscow (1 K.B. (1932), 617), both of which held that 
a corporation dissolved by the law of the country 
incorporating it, ceased to exist anywhere. The ratio 
decidendi seems to have been that the existence (cf. 
the birth of an individual) of such artificial persons as 
corporations depends wholly on the law of its incorpora- 
tion, which by the comity of nations is recognised by 
all other countries. 

I am supported in the conclusion which I have, with 
all diffidence, reached, by the dictum of Sargant (L.J.) 
in Todd’s case, viz., ‘“‘In my opinion, the provisions of 
the Companies Act, 1908, not only enable a company 
to be born here, but necessarily keep the company 
domiciled here throughout its existence; and though 
residence may occur without domicil. ...’”’ Lord Sumner, 
in the same case, said “the first effect of incorporation 
here is to give the company the status of an English 


company.” 


If, therefore—but I must warn you that my views are 
heterodox on this subject—a company is always domiciled 
in the country of its incorporation, no matter where it 
is resident, it follows that a foreign company held under 
the De Beer’s case to be resident here may in part escape 
taxation. 

As an example: a company registered in Australia 
has considerable investments and holdings of property 
there; it carries on a distributive trade, and as it is 
controlled in London is held resident here and _ liable 
under Case I on all its trading profits. Being domiciled 
in Australia, if my view is correct, it is only liable on its 
income from foreign and colonial securities and 
possessions on the amounts, if any, actually remitted 
to this country. 

Perhaps one day my view will be argued in the Courts. 
It is possible, however, that the decision in Curtis v. 
The Old Monkland Conservative Association (5 T.C., 189) 
would be applied to Rules 2 (1), 3 (1) of Cases IV and V, 
so that the relief given thereby to “‘ persons ” domiciled 
abroad would be held to be given only to “ persons ”’ in 
the primary sense of the word, i.e. to individuals. 


Society of Incorporated Accountants 


and Qubditors. 


MEMBERSHIP. 

The following promotions in, and additions to, the 
Membership of the Society have been completed since our 
April issue :— 

ASSOCIATES TO FELLOWS. 

HarPerR, CHARLES EpmMuNpD (Harper & Broom), 3-4, 
Clements Inn, Strand, London, W.C.2, Practising 
Accountant. 

Harrer, FRANK HERBERT (Harper & Broom), 3-4, 
Clements Inn, Strand, London, W.C.2, Practising 
Accountant. 

PENNY, JoHN JacKSON (Pickard, Crosland & Co.), 1, 2 
and 5, Victoria Chambers, South Parade, Leeds 1, 
Practising Accountant. 


ASSOCIATES. 

AusTIN, JoHN KENNETH, Clerk to W. G. Lithgow, Bank 
Chambers, 413, Lord Street, Southport. 

Botton, RayMonp Ewart, A.C.A. (Bolton, Wawn & Co.), 
48, West Sunniside, Sunderland, Practising 
Accountant. 

Buckte, RicHarp STANLEY, Clerk to T. Revell, Standard 
Buildings, City Square, Leeds. 

Burton, JOAN MARGARET, Berkeley Cottage, Dunkirk, 
near Faversham (formerly articled clerk). 

CHAUDHURI, NARENDRA BiJay, B.A., formerly clerk to 
C. A. Holliday & Co., First Avenue House, High 
Holborn, London, W.C.1. 

FLap, GEorRGE Martin, Clerk to Wykes & Co., 24, Friar 
Lane, Leicester. 

Gitt, Leste ArTHUR, Clerk to Boyce, Welch & Co., 
3, Piccadilly, Bradford. 

Harrison, ArRTHUR CLIFFORD, Clerk to Thos. J. Groves, 
14, Scarborough Street, West Hartlepool. 

KipneEy, Rosert Antuony, Clerk to Robert J. Kidney 
and Co., 12-14, College Green, Dublin, C1. 

SEAL, FRANK CLIFFORD, Clerk to Palmer, Haines, Inkson & 
Co., Guildhall Annexe, 23, King Street, London, E.C.2. 

SueasBy, HerBertT Basit, A.C.A. (Woodington, Bubb 

-and Co.), 5, Philpot Lane, London, E.C.3, Practising 
Accountant. 

Sm, KENNETH GorDON, Clerk to Friend, Ellis & Co., 44, 
Chepstow Road, Newport (Mon.). 

Smitru, Gorpon, Clerk to Alban & Lamb, 12, Pembroke 
Crescent, Cardiff. 

STroKoE, FREDERICK, Clerk to Blackburns, Coates & Co., 
2, East Parade, Leeds, 1. 

WituraMs, Witi1AM Henry, Clerk to E. H. Davies, 20, 
North Parade, Aberystwyth. 
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INCOME TAX, 1934-35. 


The following Memorandum as to the deduction of 
Income Tax for the year 1934-35, has been issued by 
the Board of Inland Revenue under date April 18th, 
1934. 

1. Under a resolution of the House of Commons passed 
in Committee of Ways and Means on the 17th April, 
1934, and having statutory effect under the Provisional 
Collection of Taxes Act, 1913, the standard rate of Income 
Tax imposed for the year commencing 6th April, 1934, 
is 4s. 6d. in the pound. 

2. Accordingly Income Tax is deductible by reference 
to the rate of 4s. 6d. in the pound in respect of all pay- 
ments of dividends, interest, annuities, ground rents, 
copyright royalties to persons not resident in the United 
Kingdom, patent royalties, &c., made on or after 6th 
April, 1934, with the exception of— 

(a) Payments made out of taxed sources, which became 

due before 6th April, 1934, from which Income 
Tax is deductible by reference to the rate in force 
at the time when the amount payable became due ; 
and 

(b) Payments of feu duties, bond interest, &c., due for 

the period ending on 15th May, 1934, in respect of 
lands and heritages in Scotland assessed under 
Schedule A, from which Income Tax is deductible 
at the rate in force at the commencement of that 
period. 

3. Attention is again drawn to the changes in the law 
with regard to the deduction of tax made by section 39 
of the Finance Act, 1927. Under the provisions of that 
section, which took effect as from 6th April, 1928, Income 
Tax is deductible from dividends, interest, annuities, 
ground rent and other annual payments* paid out of 
taxed sources by reference to the standard rate for the 
year in which the amount payable becomes due, and not, 
as under the law previously in force, by reference to the 
“ accruing rate.” 

4. As regards the question of adjustments which may 
be necessary to rectify over-deductions of tax for 1934-35 
made by reference to the standard rate of 5s. in the £ 
in force for the year 1933-34, reference may be made to 
the Circular from this Office dated 18th April, 1934. 


The Circular of 18th April above referred to. 
INCOME TAX, 1934-35. 
Sir, 

1. The Board of Inland Revenue desire to draw the 
attention of Bankers, Secretaries of Companies, Agents 
entrusted with the payment of Foreign and Colonial 
Dividends, Coupon Dealers, and others to the following 
particulars with regard to adjustments falling to be made 
in consequence of the reduction of the standard rate of 
Income Tax from 5s. in the £, the rate in force for the 
year 1933-34, to 4s. 6d. in the £ for the current year, 
1934-35. 

2. The general position is that by a Resolution of the 
House of Commons, passed in Committee of Ways and 
Means on the 17th April, 1934, and having statutory effect 
under the Provisional Collection of Taxes Act, 1913, the 
standard rate of Income Tax imposed for the year com- 
mencing 6th April, 1934, is 4s. 6d. in the £. Accordingly 
Income Tax is deductible by reference to the rate of 4s. 6d. 
in the £ in respect of all payments of dividends, interest, 
annuities, ground rents, copyright royalties to persons 

* The of the 1927 Act do not affect the deduction of tax from 
payments of rent made by a tenant occupier to his landlord. A note with 


regard to the deduction of tax from such payments will be found in the 
demand notes issued by Collectors of Taxes. 


not resident in the United Kingdom, patent royalties, 
&c., made on or after the 6th April, 1934, with the ex- 
ception of :— 

(a) Payments made out of taxed sources, which 

became due before 6th April, 1934, and 

(b) Certain payments in respect of lands and heritages 

in Scotland due for the period ending on 15th 

May, 1934. 
Deductions of Income Tax made during a limited period 
after 5th April, 1934, by reference to the standard rate 
in force for the year 1933-34, viz, 5s. in the £ are however, 
deemed to be legal deductions, subject to such subsequent 
adjustments as are necessary to give effect to the reduction 
in the standard rate. 

8. The general rule as to these adjustments of tax is 
contained in the Provisional Collection of Taxes Act, 
1913, but, in relation to dividends and interest on securities 
of bodies corporate in the United Kingdom paid out of 
profits or gains brought into charge to tax, an important 
modification of that rule was introduced by Section 12 of 
the Finance Act, 1930. 

4. Adjustment of deductions of tax from interest on 
securities and dividends payable by a body corporate out of 
profits or gains brought into charge to tax.* 

(A) Interest on Securities and Preference Dividends. 

Sub-section (1) of Section 12 of the Finance Act, 1930, 
deals with cases of over-deductions of tax from 

(a) Payments of interest on any of the securities of 
the body corporate, from which tax is deductible 
under Rule 19 of the General Rules of the Income 
Tax Act, 1918. 

Preference dividends as defined in the Section 

that is :— 

(i) A dividend payable on a preferred share at 
a fixed gross rate per cent. ; or 

(ii) Where a dividend is payable on a preferred 
share partly at a fixed gross rate per cent. 
and partly at a variable rate, such part of that 
dividend as is payable at a fixed gross rate per 
cent. 

The expression “ share ” includes stock. 

In the case of both (a) and (b), deductions of tax made 
within one month from the passing of the Resolution, by 
reference to the former standard rate of 5s. in the £ are 
deemed to be legal deductions, but are subject to a 
subsequent adjustment. The adjustment may be effected 
by an fappropriate reduction of the amount of tax 
deducted from the next payment of like nature made on 
the security or share in question after the passing of the 
Finance Act for the year, but the retention of an amount 
over deducted is not authorised for more than one year 
from the passing of the Act. 

Thus, in the case of a payment of interest or fixed 
rate preference dividend which became due on 10th April, 
1934, amounting to, say, £10, from which £2 10s. tax was 
deducted at the standard rate of 5s. in the £ in force for 
1933-34, the amount of the over deduction is 5s. If a 
similar payment of equal gross amount falls due, say on 
10th October, 1934, the appropriate deduction at the new 
standard rate will be £2 5s., but this deduction may be 
reduced to £2 so as to make good the previous over 
deduction. Where the two gross payments are equal in 


(b) 


* Under this heading is included interest paid out of Fn my which is 
eee eae Miscellaneous Rules applicable 
to 


+ Section 12 provides that where an over-deduction is made good by such 
a reduction the amount made shall enure to the benefit of the person 
entitled to the payment on the occasion of which the over-deduction is 
made good : , in any other case, shall enure to the benefit of the person 
entitled to the security or share in question at the date when the amount 
is made good : irrespective, in either case, of whether or not he is the person 
who was entitled to the ya or to the security or share, at the date 
when the original dobustion oan 


294 


THE INCORPORATED ACCOUNTANTS’ JOURNAL. 


[May, 1934 


amount, the adjustment may be more simply effected by 

deducting tax on the second occasion at a rate of 4s. in 

the £. 
(B) Ordinary Dividends. 

Sub-section (3) of the Section makes special provision 
obviating the necessity for any adjustment in the case of 
ordinary dividends, that is, all dividends other than 
** preference dividends ”’ as defined in the Act. That 
sub-section provides that 

** Where on payment of a dividend (not being a preference 
dividend within the meaning of this section), Income Tax 
has, under Rule 20 of the General Rules, been deducted 
therefrom by reference to the standard rate of tax 
greater or less than the standard rate for the year 
in which the dividend became due, the net amount 
received shall, for all purposes of the Income Tax Acts, 
be deemed to represent income of such an amount as 
would, after deduction of tax by reference to the 
standard rate last mentioned, be equal to the net 
amount received, and for the said purposes there shall 
in respect of that income be deemed to have been 
paid by deduction tax of such an amount as is equal to 
the amount of tax on that income computed by 
reference to the standard rate last mentioned.” 

Thus, in the case of an ordinary dividend of £50 
payable on, say, 10th April, 1934, from which tax 
was deducted at the 1933-34 standard rate of 5s. 
in the £, the net amount received will have been 
£37 10s. and the shareholder will be deemed for 
the purposes of Income Tax (and Sur-tax), to have 
received income amounting to £48 7s. 9d. and to have 
suffered tax, by deduction, amounting to £10 17s. 9d. 
[£48 7s. 9d. less £10 17s. 9d. (tax at 4s. 6d. in the &), 
leaving £37 10s., the net amount actually received]. If 
this dividend was received by a shareholder entitled to 
claim complete relief from Income Tax, he would be able 

to obtain repayment of £10 17s. 9d. (the tax which he 
is deemed to have suffered upon income amounting to 
£48 7s. 9d.). Similarly, if the shareholder is liable to 
Sur-tax, the amount to be included in his statement of 
total income will be £48 7s. 9d. The effect in each case 
is precisely the same as if the company had declared, 
without reference to any particular rate of tax, a dividend 
of £37 10s. ‘‘ free of tax.” 

5. Adjustment of deductions of tax from other payments. 

There remain the general cases of over deduction of 
tax, to which the special provisions referred to in paragraph 4 
do not apply. In relation to these cases the effect of 
Section 2 (1) of the Provisional Collection of Taxes Act, 
1913, is that deductions made within the period from the 
6th April to the date of the Resolution, by reference to 
the rate in force for the previous year are deemed to be 
legal deductions, subject to the condition that any excess 
deduction is to be repaid or made good on the tax being 
ultimately renewed at a different rate. 

The cases now under consideration, in which deductions 
have been made in the current year by reference to the 
rate of 5s. in the £ imposed for the year 1933-34, fall into 
two main classes. 

Class 1.—Tax deducted directly on behalf of the Revenue 

from payments which are not made out of profits or gains 
brought into charge to Income Taz. 

Under this head fall deductions from :— 

(a) Dividends and interest from Public Funds, where 
payable under deduction of tax ; 

(b) Dividends and interest of Foreign or Colonial 
Government Securities, or of Foreign or Colonial 
Companies, entrusted to an Agent in the United 
Kingdom for payment in the United Kingdom on 
or after 6th April, 1934 ; also the like dividends or 


interest which, although not entrusted to such an 
Agent for payment, are realised, on or after that 
date, through Bankers, Coupon Dealers, or other 
persons in the United Kingdom ; 

(c) Other interest, annuities, patent royalties, &c., 
not paid or not wholly paid out of profits or gains 
brought into charge to Income Tax ; 

(d) Copyright royalties paid to persons not resident in 
the United Kingdom. 

(Interest paid out of rates, which is charged to tax by re- 
ference to Rule 6 of the Miscellaneous Rules applicable to 
Schedule D, does not fall under this head. See Footnote to 
Paragraph 4.) 

In cases falling within Class 1, on payment to the 
Revenue of the full amount of Income Tax deducted by 
a Banker, Paying Agent or other duly authorised person 
by reference to the rate of 5s. in the pound, the Board of 
Inland Revenue will be prepared, on application by the 
recipients of the dividends, interest, &c., either to arrange 
for the excess tax to be allowed by adjustment against 
some subsequent assessment upon the recipient, or to 
include the excess tax in the next refund of tax made to 
the recipient, or to make a separate repayment of the 
excess tax. 

It will be of assistance if Bankers and Agents will 
advise any person who may apply to them for repayment 
of the excess tax to make application to H.M. Inspector 
of Taxes for the District in which he carries on_ his 
business or employment, or if he has no business or 
employment, the District in which he resides.* 

Applicants for repayment will be required to furnish 
evidence that they have suffered deduction of the 
amounts sought to be repaid. In cases in which Bankers 
or Paying Agents issue, with dividend warrants, counter- 
foils showing the name of the stockholder or shareholder, 
the gross amount of the dividend, and the Income Tax 
deducted therefrom on payment, no further evidence 
will normally be required in support of a claim for re- 
payment. 

In other cases the original Certificate on Form R.189 
by the Paying Agent or on Form R.189A by the Appli- 
cant’s Bankers, or other document issued in lieu of one 
of these forms certifying the deduction of tax should be 
produced. The issue of duplicate vouchers should be 
avoided wherever possible, and, if issued in any case, 
they should be clearly marked “ Duplicate.” 

Class I1.—Tax deducted from payments made out of profits 
or gains brought into charge to Income Taz. 

Under this head fall deductions from :— 

(a) Ground rents, &c., secured on property charged 
with Income Tax ; 

(b) Interest, annuities, patent royalties, &c., wholly 
payable out of property, profits or gains charged 
with Income Tax. 

(As to interest and dividends payable by Bodies Corporate, 
see paragraph 4.) 

In this class no question of repayment by the Inland 
Revenue Department can arise. Income Tax at the 
proper rate only will be paid in respect of the property, 
profits or gains out of which the payments are made, and 
consequently the Revenue will not receive more than its 
due. 

The general position is that the person making payments 
of the nature indicated is liable under the Provisional 
Collection of Taxes Act, 1913, to repay or make good to 
the payee the amount of any excessive deduction of tax. 
In many cases it will no doubt be found convenient to all 


* In the case of residents outside the United Kingdom, the a 
should be addressed to the Chief oe oy Taxes (Claims 
Cornwall House, Stamford Street, London, S.E. 
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concerned for any over-deduction to be adjusted on the 
occasion of the next payment of a similar nature to the 
payee. 

6. Finally, the Board would point out the desirability 
of Secretaries of Companies taking any opportunity which 
may arise of informing their shareholders of the manner 
in which it is proposed to make the adjustments referred 
to herein, and in the case of “ ordinary dividends ” (see 
(B) in paragraph 4 above) of the absence of any necessity 
for adjustment. 

If further information, such as the Board may be in a 
position to furnish, is desired in particular cases, applica- 
tion should be made to this office. 

I am, Sir, 
Your obedient Servant, 
C. GORDON SPRY. 
Inland Revenue, Secretary. 
Somerset House. 
18th April, 1934. 


Changes and Removals. 


Messrs. Dubois & Co., Incorporated Accountants, have 
removed their offices to Corporation House, 2, Bloomsbury 
Place, London, W.C.1. 


Mr. R. E. Grainger, Incorporated Accountant, has 
removed his offices to 43, Castle Street, Liverpool 2. 


Mr. Harold Guy, Incorporated Accountant, is now 
practising at Star Chambers, Crown Court, Wakefield. 


Mr. R. G. Hilton, Incorporated Accountant, announces 
a change of address to Station Road, Castleford. 


Mr. Rupert Lindley, Incorporated Accountant, an- 
nounces a change of address to 10, 11 and 12, Prudential 
Buildings, Bradford. 


Messrs. C. H. Mears & Co., 15, New Bridge Street, 
Ludgate Circus, London, E.C.4, have admitted into 
partnership Mr. A. C. Judd, A.C.A. There will be no 
change in the name of the firm. 


Mr. Henry A. Morley, Incorporated Accountant, 
has removed his office to 16, George Street, Nottingham. 


Messrs. Noon & Elsworth, Century Buildings, 31, North 
John Street, Liverpool, have admitted into partnershi 
Mr. A. Clifford Noon, A.C.A. The name of the firm will 
be unchanged. 


Messrs. Salmon, Barnaschoné & Co., 133, Aldersgate 
Street, London, E.C.1, announce that they have taken 
into partnership Mr. R. F. M. Barnaschoné, B.A., A.C.A. 


_ Mr. John Spedding, Incorporated Accountant, 
intimates that he has taken into partnership Mr. Ronald 
Cocks, A.C.A. The practice will be continued under the 
name of Henry Steele & Co., at Brazennose Chambers, 
25, Brazennose Street, Manchester, as heretofore. 


Mr. W. D. Taylor, Incorporated Accountant, has 
commenced to practise at 20, Oxford Street, High 
Wycombe. 


Messrs. Henry White & Co., Incorporated Accountants, 
14, Clarges Street, Mayfair, London, W.1, and 40, High 
Street, Maidstone, Kent, announce that Mr. E. A. Savage, 
A.C.A., has joined the firm as a partner as from April 6th, 
last. The name of the firm will remain unchanged. 


Building Hocieties. 


A Lecture delivered to the Incorporated Accountants 
Birmingham and District Society by 
MR. F. E. LUMB, A.C.LS., 
Chief Accountant of the Halifax Building Society. 

Mr. Lume said: I accepted with great pleasure your 
invitation to lecture on building societies, but I hope you 
will not think it too presumptuous of me to come from 
Halifax, which has only known building societies a mere 
100 years, if so long, to your City of Birmingham, the 
birthplace of building societies over 150 years ago. Up 
to the post war period building societies, I think, were of 
merely passing interest to the average man in the street, 
but the remarkable growth of the movement since that 
time is one of the outstanding financial features of recent 
years. In order that we may, at the very beginning of 
our talk, appreciate the importance of the movement and 
the extent of its operations, as well as the amazing rate 
of its expansion, may I quote a few figures published by 
the Chief Registrar of Friendly Societies ? 

The total assets of all building societies in Great Britain 
increased from £107,000,000 in 1922 to £469,000,000 in 
1932; the mortgage assets from £83,000,000 to £388 ,000,000 
with net balances of profit and reserve of £6,000,000 and 
£21,000,000 respectively. The number of members and 
depositors in 1932 was 3,100,000. Further substantial 
progress has Leen made during 1933, and although 
official figures are not yet available, I have no doubt 
the total assets are now approximating £500,000,000. 

I think there is a distinct danger in these days of the 
activities of the building society movement being swamped 
with masses of statistics. Immediately we begin to speak 
of the movement figures seem to slip very easily from our 
tongues. We are pleased—with justification, I think—to 
point out that building societies now have assets totalling 
£500,000,000, and that they are now advancing 
between £80 and £90 million a year to assist individual 
home ownership, but without being indifferent to the 
achievement which such figures represent, it is well 
at times to halt and try to realise the inner significance of 
building society statistics and their reaction on the sum 
total of human happiness. 

There are two aspects from which the building society 
movement may be viewed. The severely practical man 
reads into statistics the evidence of a sound and flourishing 
business. The warmer-hearted man sees in the same 
figures the outward sign of the making of many happy 
homes, of security brought to small savers, and all the 
contentment, individual prosperity and peace which such 
conditions imply. It is submitted that in building society 
work one leans neither to one extreme view nor to the 
other, but merges the two fairly and without prejudice. 

There is still another aspect, and this is the movement 
in its wider sphere of usefulness as a national asset. The 
communal benefits which accrue under the influence of 
the gospel of thrift and home ownership require little 
emphasis, and building societies are proud of being the 
instruments by which their influences are being so widely 
and increasingly spread throughout the length and breadth 
of the land, thus helping in no mean way to foster a 
spirit of individual and collective security and economic 
freedom. 

The first record of building societies is the establishment 
of the Deritend in Birmingham in 1781. This society was 
established for the purpose of building on certain lands ; to 
continue certain streets, and to open certain new streets 
in the hamlet of Deritend. The subscribers were to meet 


| — a 295 
a 

; 

—— 

ee 
ee 
ee 
ee 
ee 
— 
ee 
ee 
ee 
eee 
ee 


296 


THE INCORPORATED ACCOUNTANTS’ JOURNAL. 


[May, 1934 


—= 


on the first Monday in every month at the “ Fountain ” 
hostelry and pay into the hands of a treasurer half-a- 
guinea on every share for the purpose of raising a fund for 
carrying the scheme into execution. A committee was 
to be appointed to direct the scheme, and rules governing 
the procedure drawn up. Each subscriber for three shares 
to have one or more houses built of the value of 200 
. guineas : each subscriber for two shares, one or more 
houses value £140, each subscriber for one share a single 
house, value £70. The subscribers to ballot for pre- 
cedence, as funds became available for building. This 
type of society flourished, and the movement grew 
sufficiently to warrant in 1836 the passing of the first 
statute to deal with building societies. At this time 
building societies were treated very much as friendly 
societies, in fact the laws already in force for the regulation 
of friendly societies were extended to the Act of 1836 so 
far as the same may be applicable to the purpose of any 
benefit building society. 

I do not propose to attempt to trace building society 
history down to the present day. Suffice it to say that 
societies and their methods have altogether changed 
since 1836, and I will now try to give you some idea of 
the nature of the constitution and working of present day 
building societies, which, in spite of the name, do not 
engage in the work of building houses and developing 
estates, but, if you will allow the quick change of metaphor, 
in the work of building character by the encouragement 
of the habit of thrift and home ownership. Before going 
into details, I should like to give in broad outline a 
definition of the constitution and work of a present day 
society :— 

A building society is an institution founded on mutual 
principles without any proprietary capital, conducting its 
operations for the sole benefit of its members, whether 
investors or borrowers, and the principle of business is to 
hold the scales as evenly balanced as possible between 
what is an advantage to the investor and what is an 
advantage to the borrower. It is not necessary to make 
any profit for third parties or proprietors,but it is essential 
that having provided by interest charged to borrowers a 
sufficient revenue to give satisfaction to the investors, 
there shall be a margin sufficient to provide the essential 
working expenses and a prudent contribution to the 
reserve fund for contingencies. 

The building societies in the United Kingdom represent 
what is generally admitted to be one of the most beneficent 
movements for the general encouragement of thrift, 
affording facilities for convenient investments without 
expense or risk, affording a moderate return by interest, 
and more particularly setting up machinery for the easy 
acquisition of house property generally for personal 
occupation, by payments which frequently represent little 
or nothing more than an ordinary rent and with the 
advantage of securing a rent free property in a reasonable 
number of years. 

Societies to-day are largely regulated by the Building 
Societies Acts of 1874 and 1894. There are different types 
of societies capable of existing: they may be either 
incorporated or unincorporated, and terminating or 
permanent. 


Unincorporated building societies consist of those 


established prior to 1857 and certified under the Act of 
1836 before November 2nd, 1874, which have not since 
become incorporated under the Building Societies Act of 
1874. This group is one which cannot be added to, and 
diminishes in number—(a) by the effluxion of time (in the 
ease of terminating societies); (b) by dissolution, or 
(c) by incorporation under the Act of 1874. These 
societies represent a very small proportion of building 


society activity of the present day, and I do not propose 
to devote any further time or reference to them. As 4 
matter of fact there are only 30 such societies representing 
assets of £5,000,000. 

Incorporated building societies comprise those estab- 
lished before the Act of 1874 which became incorporated 
voluntarily under that Act or compulsorily under the Act 
of 1894, and societies established since the Act of 1894 
and therefore compulsorily incorporated. An incorporated 
society becomes a body corporate, having perpetual 
succession and a common seal. 

A terminating society is a society which by its rules is to 
terminate at a fixed date or when a result specified in its 
rules is attained. A permanent society is as its name 
implies, there being no fixed date for its termination. 
Terminating societies, being limited in their scope, are 
comparatively rare and without much influence, and can 
also be ignored. There are 171 of these societies, repre- 
senting £1,925,000 assets. 

It is, then, to permanent incorporated building societies 
I propose to devote the time to-night. Of these there are 
812, representing assets of approximately £412,000,000. 


DEFINITION AND FUNCTION OF A BUILDING SOCIETY. 


The Building Societies Act of 1874 states :— 

‘** Any number of persons may establish a society under 
this Act for the purpose of raising by the subscriptions of 
the members a stock or fund for making advances to 
members out of the funds of the society upon security 
of freehold, copyhold or leasehold estate, by way of 
mortgage.” 

It is therefore evident that building society business 
is very strictly defined, and that societies cannot carry on 
any other kind of business such as banking or insurance, 
and cannot acquire land generally or for its permanent 
possession except for the purpose of erecting a building 
for conducting its business. I should like to emphasise 
the last point, because I have heard the opinion expressed 
on many occasions by prominent men that building 
societies should develop land and build houses—a pro- 
ceeding which they are expressly forbidden to take. 


CONSTITUTION OF A SOCIETY. 


The constitution of a society rests entirely upon the 
Building Societies Acts, 1874-1894, and upon its own 
rules. The Acts direct that rules be drawn up with 
reference to the conduct of business as between the society 
and its members and depositors, such rules to be sub- 
mitted to the Chief Registrar of Friendly Societies for 
registration by him. The rules must contain all the 
provisions required by the Acts and be in conformity 
with them, otherwise the Registrar will decline to register, 
The registration by the Registrar does not imply his 
approval of the rules or tables or any guarantee of good 
management or financial stability. A society must have 
its rules registered before it can commence business. 


THE RULEs. 


The Acts provide that the rules of the Society shall set 
forth certain things, the most important of which are :— 
The name and chief office. 
The way the funds are to be raised. 
The terms on which shares are to be issued. 
The terms on which advances are to be made and 
repaid. 
The way in which losses are to be ascertained and 
borne. 
The manner of altering the rules. 
Provisions for annual or more frequent audit. 
How membership is to cease. 
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The powers of the directors. 

The fines to be imposed on members. 

Whether the society intends to borrow money, and 

How the society is to be dissolved. 
The rules so registered are binding on the members and 
officers and on all persons claiming an account of a member 
or under the rules, all of whom are deemed to have full 
notice thereof. 

A society must supply to any persons requiring it a 
complete printed copy of the rules, with a copy of the 
certificate of incorporation appended, at a price not 
exceeding one shilling. 

INVESTMENTS. 

According to the Acts, “‘ A building society may raise 
funds by the issue of shares of one or more denominations 
and of any amount either paid up in full or to be paid by 
periodical or other subscriptions, with or without accu- 
mulating interest, and may repay such funds when no 
longer required for the purposes of the society.” 

Shares may be divided into three classes: (1) Un- 
advanced or investors’ subscription shares ; (2) preference 
shares ; (3) paid-up shares. ; 

Unadvanced or Investors’ Subscription Shares.—These 
are subscribed for by regular instalments, and are 
specially suitable for those desirous of saving small sums. 
This was the original and for a time the only method of 
raising stock or funds by the early societies. One of the 
attractive features of this scheme is the regularity of the 
saving, as small regular subscriptions quickly amount to 
comparatively large sums without the greater effort 
required to save appreciable lump sums. 

Preference Shares.—The limits and privileges of prefer- 
ence shareholders must be definitely stated in the rules, 
but few societies issue this class of share, and then only to 
a very limited extent. 

Paid-up Shares.—Denominations of paid-up shares 
differ with various societies, and the face value is invested 
in full at the outset. 

Shares are, and are intended to be, the main source of 
building society income. An important point of interest 
is that there is no statutory limit to the number of shares 
a society may issue, but its rules must regulate the issue 
of shares and define the terms under which shares may be 
withdrawn. Different societies have their own individual 
terms with their shareholders, according to their rules, 
and usually directors are granted discretionary power, 
but few societies deny free withdrawal on short notice. It 
may therefore be said that building society shares are 
nothing more than deposits carrying a proprietary responsi- 
bility. 

The rate of interest allowed on shares by various socie- 
ties is generally 34 to 4 per cent. Some societies allow 
profit also, which increases the yield accordingly. 

The Act of 1874 definitely limits the liability of an 
investing shareholder in the event of a winding-up of the 
society as follows :—** The liability of any member of any 
society under this Act, in respect of any share upon which 
no advance has been made, shall be limited to the amount 
actually paid or in arrear on such share.” 

Deposits.—If the rules allow, societies may receive 
deposits or loans at interest from members or other 
persons, or from corporate bodies and joint stock com- 
panies, to be applied for the purposes of the society. 
The amount that a society may receive in deposits is 
limited by statute to two-thirds of the outstanding 
mortgage assets, exclusive of properties in possession, and 
depositors are in the position of secured first creditors, 
though they are not entitled to priority as regards 


withdrawals except on a winding-up. Depeositors are there- 
fore in a privileged and favourable position, and conse- 
quently the interest they receive is usually less than that 
of the shareholders—generally 8 per cent. Further, societies 
cannot accept any deposits unless it is specified 
that not less than one month’s notice may be required 
by the society before withdrawal, and very deposit book 
or acknowledgment or security of any kind given for a 
deposit or loan by a society must have printed or 
written therein the provisions of the Act relating 
to the limitation of the liability of members and to the 
power to borrow money. The terms of withdrawal 
vary in different societies, but the tendency is for small 
or reasonable amounts to be withdrawable on demand, 
and varying periods of notice are usually required for the 
withdrawal of large sums. 


PAYMENTS ON DEATH. 


Where a member or depositor having in the funds of the 
society a sum not exceeding £50 dies intestate, the amount 
due may be paid to the person who appears to the directors 
to be entitled under the statutes of distribution without 
letters of administration. But the society must have 
satisfactory evidence of the death, and the statutory 
declaration that the member or depositor died intestate. 


Income Tax. 

Most societies adopted a special arrangement with 
regard to income tax, called “‘ Arrangement B,” with the 
Board of Inland Revenue. This arrangement ceased to 
be operative on April 5th 1932, and a new arrangement 
called ‘1932 Arrangement’ was substituted, after 
prolonged negotiations with the Inland Revenue. This 
arrangement has, I believe, been published in detail in 
your professional publications and provides that members 
and depositors of building societies shall not be assessable 
for income tax on income derived from such investments, 
but that the society shall pay tax thereon at a special rate. 
This freedom from direct assessment, enjoyed by the 
building society investor, accounts in no small measure for 
the present-day popularity of the building society invest- 
ment, as an investor who can claim exemption or abate- 
ment from income tax is saved the trouble and worry of 
reclaim, and the investor who cannot claim exemption or 
abatement receives the full rate of interest without 
deduction, which is equivalent to a still higher rate of 
interest. 

SEcuRITY FOR INVESTMENT. 

The security for investments is in the assets of the 
society, which consist of mortgages secured by first 
charges on freehold and leasehold properties, and of trustee 
securities, and, as no other form of investment by societies 
is allowed by statute, it will be seen that it would be 
difficult to imagine an investment, particularly for small 
sums, which is better secured and which also combines 
the following advantages :— 

Free of income tax to the investor. 

Immunity from capital depreciation. 

A good return of interest. 

Easy realisation of capital. 
MORTGAGE ASSETS. 

The principal mode of investment by a society is, of 
course, that of advances to members upon security of 
freehold or leasehold estate by way of mortgage. But a 


society may not advance money on the security of any 
estate which is subject to a prior mortgage, unless the prior 
mortgage is in favour of the society making the advance. 

I should like to emphasise the sense of trusteeship which 
directors and officials of societies feel when granting 
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applications for advances. The money advanced is 
received in the first place from the societies’ investors, 
and every care must be, and is, exercised to ensure that 
the advances made are good in every respect. 

A member of a building society may obtain an advance 
for the purpose of erecting, purchasing or improving 
property either for occupation or investment, or of repay- 
ing an existing mortgage. Advances are only made on 
approved properties after valuation and report by the 
society’s surveyor, and the proportion of such valuation 
to be advanced varies according to the class of security and 
the reliance to be placed on the ability of the applicants 
to carry out their obligations. Solicitors acting for the 
society investigate the title, prepare the mortgage deed 
and effect what registrations are necessary to perfect the 
Society’s security. 

MortTcaGeE DEED. 

The obligations entered into by the borrower through 
the mortgage deed differ materially in various societies. 
Advances are usually repayable by a fixed monthly instal- 
ment or subscription of principal and interest combined 
spread over varying periods of years, and all societies 
rely upon the personal covenant of the borrower as well 
as upon the security of the property mortgaged. Some 
societies have a power to call in any mortgage loan on 
six months notice. Again, power to. consolidate mort- 
gages may be taken, where a borrower has more than one 
property in mortgage. The title deeds and other docu- 
ments relative to the mortgaged property are retained by 
the society until the redemption of the mortgage. 


Every encouragement is now usually given to the 
borrower to pay off sums in addition to the monthly 
subscription. On such extra repayments interest ceases 
to be charged, and the period of the repayments is 
shortened accordingly. 


The liability of a borrowing member is limited by statute 
to the amount payable under any mortgage or other 
security, or under the rules. 


DISCHARGE OF MORTGAGE. 

When all moneys to be secured by a mortgage or further 
charge to a society are fully paid or discharged, the 
society may endorse upon or annex to the mortgage or 
further charge, either a conveyance to the then owner 
of the equity or redemption, or to such persons and to such 
uses as he may direct, or a receipt under the seal of the 
society, in the statutory form, and counter-signed by the 
secretary or manager. Such receipt vacates the mortgage 
and vests the property without conveyance or re-surrender 
in the person for the time being entitled to the equity of 
redemption. The responsibility for the vacation of 
mortgages is usually placed upon the society’s solicitors, 
who also effect what registrations are necessary according 
to the district in which the property is situate. 


Borrowers’ INCOME Tax. 

Borrowing members are entitled to relief under Schedule 
A in respect of mortgage interest paid to the society in 
its financial year. This information is usually furnished 
by the society to the Inspector of Taxes in the district in 
which the mortgaged property is situate, and the proper 
relief is automatically given—an arrangement convenient 
both to the member and to the Inland Revenue Authorities. 


MortTGAGEes GENERALLY. . 
There are three points of interest to which I would like 
to draw attention here. 


1. Building societies have no legal power to lend on 
anything but real estate. They may, and occasionally do, 
lend a fairly high proportion of the purchase price. of a 
house with the backing of collateral security, such as 


War Stock, or an insurance company’s guarantee, or the 
guarantee of a municipal corporation—but the basis of 
the mortgage must be real estate. 

2. A scheme of protecting mortgages by life assurance 
has recently developed and proved successful. By this 
means the thrifty building society borrower is concerned 
not only with the eventual personal ownership of his 
dwelling, but also that the home shall be secured to his 
family should he fail to survive the term during which he 
has agreed to repay his mortgage. The combined scheme, 
as it is called, provides for additional monthly payment 
to be made by the borrower in respect of a single premium 
advanced to him by the society and paid to the insurance 
company when the mortgage is executed, and the borrower 
has the knowledge that should he fall by the way pos- 
session of a house will be secured to his family without 
further payment, 

3. Bad Debts.—May I be permitted to refer to what 
may be regarded, from a business point of view, as a 
“weak spot” in building societies. According to the 
Registrar’s figures for 1931, the amount due upon mort- 
gage securities, which were upwards of twelve months in 
arrear or in possession was £738,109, being approximately 
4s. per £100 of the total balance due on mortgage securi- 
ties. This amount may be regarded as the aggregated 
bad and doubtful debts of the whole of the building 
societies in the country, and yet they are by no means 
wholly bad, as undoubtedly the larger part of the debt 
will eventually be recovered. Against this amount, 
building societies have reserve funds amounting to over 
20 million pounds, and after allowing for the bad and 
doubtful debts, the building society investors and the 
investing public throughout the country have a reserve 
of approximately £5 per cent. available as an assurance 
of the extraordinarily good security offered by building 
society investments. In this instance I think I may 
claim that what seems to be a weakness actually demon- 
strates a considerable strength. 


OruerR ASSETS. 

The funds of a building society not immediately re- 
quired for the purpose of advances to members may be 
invested upon real or leasehold securities, in the public 
funds or in any Government securities. Money up to 
any amount may also be deposited in a savings bank. 
But a society may only purchase or hold on lease any land 
for the purpose of erecting thereon or occupying a building 
for conducting its business, and may sell, exchange or let 
such building or any part thereof. 


Prorit RESERVES. 

Building societies, whilst not commercial concerns or 
working at a profit must, and they do, recognise well 
established and sound commercial practice and they have 
the obligation of winning and retaining the confidence of 
their members and the public and showing a satisfactory 
financial result at the end of each year. 


WorkKING EXPENSES. 

The latest figure issued by the Registrar shows the 
average working expenses of all societies to be 13s. 2d. 
per cent. based on the mortgage assets, and the figure would 
be considerably less than this if it were based on total 
assets. This figure is a very modest one, and with the 
addition of a small percentage required to build up 
reserves constitutes the whole of the difference between 
the interest received from borrowers and that paid to 
investors, 

THe REGISTRAR. 

The Chief Registrar of Friendly Societies is the Govern- 
ment official (in England) who is charged with the super- 
vision of building societies. He it is who issues the 
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certificate of incorporation and registers the rules. He 
also registers alterations of rules ; change of name and 
change of chief office ; union with or transfer of arrange- 
ments to another society; and dissolution. With the 
approval of a Secretary of State he also prescribes the 
form in which the accounts and statements are to be made, 
and examines them when submitted to see that they 
comply with his requirements. He may in certain circum- 
stances appoint an accountant or actuary to inspect the 
books of a society and report thereon. He may also act 
as arbitrator, if the rules so direct, between a society and 
its members. From the returns submitted by societies 
he draws up an abstract and report to be laid before 
Parliament. 


ANNUAL ACCOUNTS AND STATEMENTS. 

The secretary or other officer of a building society has 
once a year at least to prepare an account of all the 
receipts and expenditure of the society since the preceding 
statement and a general statement of its funds and effects, 
liabilities and assets, showing the amounts due to the 
holders of various classes of shares respectively, to de- 
positors and creditors for loans, and also the balance due 
or outstanding on their mortgage securities (not including 
prospective interest) and the amount invested in the funds 
or other securities. 

The accounts and statements are to be made in such 
form and contain such particulars as the Chief Registrar 
prescribes. 

Certain particulars as to mortgaged properties in pos- 
session are required by statute to be included. 

Every account and statement is to be attested by the 
auditors and must be countersigned by the secretary or 
other officer. 

Every member, depositor, or creditor for loans is 
entitled to receive a copy from the society, and a copy 
is to be sent to the Registrar within fourteen days after 
the annual general meeting at which it is presented, or 
within three months after the date to which the account 
is made up, whichever period expires first. 

As the proof of the pudding is said to be in the eating, I 
suppose the proof of a building society is in its published 
accounts, and with your permission I should like to go 
through the accounts very briefly. 

I think I am right in saying that there is no other form 
of financial institution which is compelled to furnish a 
more extensive statement for the information of its mem- 
bers and for the purpose of Government control. 

The official form sets out seven statements in addition 
to the auditor’s certificate. Also the numbers of investing 
members, depositors and borrowing members must be 
separately stated. The seven statements are :-— 

1. Receipts and Payments Account.—This is purely a 
cash account showing the transactions under the various 
headings during the year. It gives at a glance some idea 
of the activities of a society. 

2. Shareholders’ Account.—Shows the balance owing to 
investing members at the beginning of the year, the totals 
of the debits and credits during the year, and the balance 
owing at the end of the year. The interest and bonus 
credited to be shown separately from cash credits. 

8. Deposits and Loan Accounts.—This account gives the 
same information as No. 2 with respect to depositors. 
(Loans from bankers to be shown separately.) 

4. Mortgages Account.—Precisely the same kind of 
information is given here with regard to mortgages, 
including any losses which may have been sustained. 

5. Profit and Loss Account, and 6. Appropriation.—You 
are all so well aware of the meaning of profit and 


loss and appropriation accounts that there is no need 
for me to attempt to expound these. They are similar 
to all other like accounts. They reflect the success or 
otherwise, though success in the building society world 
is not gauged only by the amount of profit gained—but an 
absence of profit would certainly be considered very 
unfavourably. 
7. The Balance Sheet.—Liabilities are shown under 
three main headings, viz, 
(a.) Due to holders of shares, 
(b.) Due to depositors and other creditors for loans, 
(c.) Other liabilities, 
which show in detail the various liabilities. 
Assets are shown under two main headings : 
Mortgage Assets—The amounts owing on mortgages 
are dissected into the following five groups according to 


size. 
Not exceeding £500, 

Over £500, not exceeding £1,000, 

£3,000, 

£5,000, 


each group is given. This dissection shows very plainly 
what kind of mortgages a society holds. The large 
mortgages exceeding £5,000 are detailed in Part 1 of the 
schedule, and the information there given is sufficient to 
show up any weakness which may exist. That, of course, 
is the intention of the schedule, including Parts 2 and 3, 
which show details of mortgages, 

(1) Upwards of twelve months in possession. 

(2) Upwards of twelve months in arrear, but not upwards 

of twelve months in possession. 

Other Assets.—Comprising office premises, investments, 
cash at banks and in hand. Office premises are, I suppose, 
anecessity. Investments and cash at banks are sometimes 
called “liquid funds,” equally necessary in order to 
conduct the daily business of the society ; to provide for 
contingencies such as withdrawals, but it was never 
intended that a society should become an investment 
company, as its main object is to lend money on mortgage. 

There are still two items remaining, one on the liabilities 
side and the other on the assets side. These are :— 
Reserve fund and unappropriated profit, and balance of 
loss carried to next year, respectively. Happily, building 
societies generally have no use for the latter item, but the 
former attracts the attention such an item usually de- 
serves. May I again remind you, however, that the 
success of a building society is not to be gauged solely by 
its profits—consequently too much importance should 
not be given to this figure. Societies throughout the 
country vary considerably in their proportion of reserves 
to assets, and no one can really say what an adequate 
reserve is. So many factors enter into the question. 


GENERAL ACCOUNTANCY. 

There is no very exceptional treatment required in the 
general system of book-keeping to produce the figures 
required by the Registrar, but to my mind the statutory 
requirements are much more suitable for small parochial 
bodies than for large financial institutions. 

AUDITORS. 

The auditor or auditors (one at least of whom must be a 
person who publicly carries on the business of an ac- 
countant) must attest every account and statement, and 
the mortgage deeds and other securities belonging to 
the society must be produced to them. 

Every auditor must certify that the account and state- 
ment is correct, duly vouched and in accordance with the 
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law, or specially report in what respect he finds it not to be 
so, and also certify that at least one of them has at that 
audit actually inspected the mortgage deeds or other 
securities and state the number of properties in respect of 
which such deeds have been produced and actually in- 
spected by him. 

I have made an attempt in the short time at my dis- 
posal to survey and outline briefly the ground covered by 
the law relating to building societies, and the practice of 
building societies generally, but there are many points of 
details which it has not been possible to mention. For 
instance, the consideration in detail of the rules of building 
societies is one of especial interest from the student’s 
standpoint. Another matter, the subject of the treatment 
of defaulting borrowers and the enforcement of the 
societies’ remedies, is a very intricate subject and of great 
interest to building society officials. 


Rebiews. 


French-English and English-French Dictionary of 
Commercial and Financial Terms. By J. O. 
Kettridge, F.S.A.A. London: George Routledge and 
Sons, Limited, 68-74, Carter Lane, E.C.4. (288 pp. 
Price 5s. net.) 

This is termed a “ Shorter ” Dictionary because it is an 
abridgement of a larger work, but it nevertheless 
contains the full range of terms and phrases used in 
commercial and financial matters. The first section 
gives the French terms with the English equivalents 
and the second portion the English terms with the French 
equivalents. At the end of each section there is also a 
long list of abbreviations which are in common use. The 
dictionary is particularly useful from the fact that it 
does not merely give the meaning of a word or term, 
but a full explanation of the connection in which it is 
used, with examples of the phrases in which the term is 
usually introduced. It is one of the best dictionaries of 
its kind which we have seen. 


Accountancy. By William Pickles, F.C.A., F.S.A.A. 
(Hons.). London: Sir Isaac Pitman & Sons, 
Limited, Parker Street, Kingsway, W.C. (1,352 pp. 
Price 15s. net.) 

The object which the author had in view in writing this 
book was to overcome a complaint, which, he says, has 
often been made to him in his capacity of a tutor in 
accountancy subjects, that text-books in general contain 
an insufficient number of illustrations and too profuse a 
display of extraneous matter. The size of the book is 
to a large extent accounted for by the large number of 
illustrations which are introduced. The student is taken 
through the whole range of book-keeping from the elemen- 
tary to the advanced stages so as to cover the requirements 
of the Intermediate and Final examinations of the 
Institute of Chartered Accountants and the Society of 
Incorporated Accountants and Auditors, with the excep- 
tion that the subjects of Executorship and Costing are 
omitted. In deciding as to the number of examples in 
any given case, Mr. Pickles has been guided by his ex- 
perience of the difficulties which students have encountered 
in dealing with any particular type of question. 


Statistics and Their Application to Commerce. 
Sizth Edition. By A. Lester Boddington, F.S.S. 
London: H. F. L. Publishers, Lid., 19, Fenchurch 
Street, E.C.3. (356 pp. Price 12s. 6d. net.) 


Statistics are year by year becoming more generally 
utilised and consequently their application to commercial 
matters becomes more and more important. In approach- 
ing the subject, Mr. Boddington deals first with the 
compilation and uses of statistics, and points out the 
danger of fallacious comparisons and the necessity of 


completeness of data. He next deals with methods of 
approximation, the measurement of errors, the use of 
averages, and fallacies in the use of percentages. In 
Part II he explains the rules relating to tabulation of 
statistical data and the graphic method of recording 
results, following this with a chapter on methods of 
comparison. The book is well produced, and the text is 
illustrated by numerous diagrams and tables. 


Pounds, Francs and Dollars. By R. H. King. 
London : White Cable, Limited, 51, Gower Street, W.C.1. 
(50 pp. Price 1s. net.) 

This little book contains a concise explanation of foreign 
exchange in non-technical language, dealing especially 
with Pounds, Francs and Dollars. Amongst the headings 
under which the information is classified are fluctuations 
in exchange rates, method of quoting, the bank rate, the 
London Bullion Market, forward exchange rates and 
foreign currency accounts. In the second portion of the 
book Great Britain’s abandonment of the gold standard 
is discussed, also with the use of the Exchange Equalisa- 
tion Fund, the operation of the Empire exchanges and the 
American experiment. All these matters are touched 
upon very briefly, but the author succeeds in conveying a 
good general idea of the subject under review. 


Reversions and Life Interests. By H. J. Tappenden. 
Cambridge : University Press. (60 pp. Price 7s. 6d. 
net.) 

The object of the author of this little book is to explain 
the practical application of the theory of the valuation 
of Reversions and Life Interests. It is intended mainly 
for the use of students entering for the examinations of 
the Institute of Actuaries, but contains a good deal of 
information of more general interest. 


District Bociety of Buncorporated 
Accountants. 


SOUTH WALES AND MONMOUTHSHIRE. 


(CARDIFF AND District STUDENTS’ SECTION.) 


On April 5th, by kind permission of the proprietors, a 
party of 22 members of the Cardiff Students’ Section 
was conducted over the premises of the Western Mail 
and Echo, The departments visited included those in 
which the news is collected, the Creed-room, sub-editorial 
department, composing-room, foundry, machine-room 
(where the printing of the weekly newspapers was in 
progress), and the process and despatch departments. 
The members were greatly interested in everything that 
was shown and explained to them. 


| 


REPAIRS ALLOWANCE, SCHEDULE A. 


A decision has just been given by Mr. Justice Clauson, 
in what was apparently a test case, regarding the deduc- 
— of Income Tax in cases where property is assessed at 

in excess of the rent reserved under a lease. It 
te been held that the lessee is entitled to deduct Income 
Tax at the full standard rate from his rent and that the 
landlord is not entitled to any adjustment in respect of 
the statutory repairs allowance although under the lease 
he is liable for external repairs. In the course of his 
judgment his Lordship said it seemed fairly clear from 
Rule 11, No. VIII of Schedule A, that the existence of the 
repairs allowance would not interfere with the right of the 
lessee to deduct exactly the same sum from the rent pay- 
able as if no provision for repairs allowance existed. 
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Incorporated Accountants South Wales 
and Monmouthshire District Society. 


ANNUAL DINNER. 
The Annual Dinner of the Incorporated Accountants’ 
South Wales and Monmouthshire District Society was 
held at the Park Hotel, Cardiff, on April 13th. 


The PresipEent, Lieut.Col. R. C. L. Thomas, M.C., 
was in the chair, and was supported by over 200 members 
and guests, including the Lord Mayor of Cardiff (Alderman 
A. E. Gough, J.P.), and the Lady Mayoress (Mrs. E. A. 
Gough), the High Sheriff of Monmouthshire (Major Claude 
Martyn), the Mayor and Mayoress of Newport (Councillor 
and Mrs. F. J. Humphries) the Mayor of Merthyr (Alderman 
B. J. Williams, J.P.) Mr. E. Cassleton Elliott (President of 
the Parent Society) and Mrs. Cassleton Elliott, Mr. R. 
Wilson Bartlett, J.P. (Vice-President of the Parent 
Society) and Mrs. Wilson Bartlett, Alderman Sir Iltyd 
Thomas, J P., Mr. and Mrs. A. A. Garrett, Mr. Charles Coles, 
B.Sc. (PrincipalCardiff Technical College), Mr. J. E. Emlyn- 
Jones, Mr. A. G. Webb, B.Sc. (Newport Technical College), 
Mr. J. R. Roberts, M.A., Mr. E. W. Barker (City Trea- 
surer, Cardiff), Mr. F. H. Dauncey (Registrar, Newport 
Court), Mr. P. H. Stafford (Accountant, Monmouthshire 
County Council), Alderman David Lewis, J.P. (Chairman, 
Glamorgan County Council), Mr. John Rowland, C.B. 
(Chairman, Welsh Board of Health), Mr. O. Temple 
Morris, M.P., and Mrs. Morris, Mr. Eric S. Foden (Vice 
President, South Wales and Monmouthshire Society of 
Chartered Accountants), Mr. C. Gordon Jolliffe (Hon. 
Secretary, South Wales and Monmouthshire Society of 
Chartered Accountants), Mr. J. T. Richards (President, 
Incorporated Law Society of Cardiff and District), Mr. 
T. Bert Price (President, Chartered Institute of Secretaries, 
South Wales Branch), Mr. R. J. Rimell (Hon. Secretary, 
Chartered Institute of Secretaries, South Wales Branch), 
Mr. A. S. Johnson (President, Cardiff Chamber of Trade), 
Mr. G. Leighton Seager, C.B.E. (President, Cardiff 
Chamber of Commerce), Mr. H. B. Smith, D.Sc. (Presi- 
dent, Newport Chamber of Commerce), Mr. V. W. 
Hawkins (Secretary, Cardiff Chamber of Commerce), 
Mr. A. E. Pugh (Secretary, Newport Chamber of Com- 
merce), Lieut.-Col. E. H. Fawckner (President, South 
Wales Institute of Architects), Mr. Anthony G. Care 
(Chairman, Bristol Channel Association of Chartered 
Shipbrokers), Mr. W. J. Holloway (President, Cardiff 
Rotary Club), Capt. J. Elliot Seager (Chairman, Cardiff 
and Bristol Channel Shipowners Association), Mr. C. W. 
Ayers, Mr. A. Grimsdale, and Mr. David Davies, B.A. 
(Inspectors of Taxes), Mr. G. L. Rattenbury (President, 
Insurance Institute), Mr. F. L. Walkley (Secretary, 
South Wales and West of England Municipal Treasurers’ 
Students Society), Mr. Sidney Foster (President, West of 
England District Society of Incorporated Accountants), 
Mr. F. A. Webber (Hon. Secretary, West of England 
District Society), Mr. A. E. Goskar (President, Swansea 
and South West Wales District Society), Mr. T. O. Morgan 
(Vice President and Hon. Secretary, Swansea and South 
West Wales District Society), Mr. Halvor Piggott (Joint 
Hon. Secretary, Manchester District Society), Mr. James 
Paterson (Secretary, Scottish Branch), Mr. R. H. Read, 
(Chairman, Shipping Federation, Cardiff District). 

After the toasts of “The King” and “ The Prince of 
Wales ” had been honoured, 

Mr. O. TemPpLe Morais, M.P., proposed the toast of 
“The Society of Incorporated Accountants.” Mr. Morris 
mentioned that he had proposed the toast of the Pareat 


Society two years ago, when Mr. Thomas Keens, who 
he was delighted to see was now Sir Thomas Keens, 
was the principal guest. He had said on that occasion 
that he admired the Society because it was a Society that 
progressed. His words had been very true, as the Society 
had certainly progressed since 1932, and he noted that the 
number of members was now approximately 500 higher. 
He was impressed with the world-wide nature of the 
Society of Incorporated Accountants, and if he might 
speak to the Society simply as a man in the street he 
would say that the two things which gave him confidence 
were its insistence on examinations and the discipline 
which it maintained. We were living in very difficult times 
and we had to face the coming age when every man 
would be a specialist on one subject or another. It was 
always encouraging to find a Society which insisted so 
strongly on a high standard of examination. Before 
anyone could obtain the diploma of the Society he had to 
surmount a very difficult barrier of examinations, and in 
erecting that barrier the Society was helping to extinguish 
that dangerous gentleman to all commercial undertakings 
whom he unhesitatingly called the * quack accountant,” 
a man who did a tremendous amount of harm wherever 
he went. Discipline might be called a restriction, and 
some people said we were living in times of too much 
restriction, but a certain amount of restriction was very 
desirable as a safeguard to efficiency and to commercial 
integrity. A good manner and a good character and a 
man’s honourable word were still the finest foundation 
of British commercial life. In his opinion, accountants 
should have much larger powers as auditors. With regard 
to the winding up of companies—a very thankless task—- 
the liquidator of a company was a trustee for the share- 
holders and the liquidator should have drastic powers 
not only of reporting to the Court, but of exercising his 
own discretion in obtaining what he wanted. Govern- 
ments in the past, whatever their political complexion, 
had paid the Society of Incorporated Accountants 
one of the greatest compliments that could be paid. They 
had seen fit to co-opt on Departmental Committees and 
Royal Commissions members of this great Society. 
They had also sought the help of evidence from well 
known members of the Society, which numbered amongst 
its members not only well known economists but members 
of the Boards of Directors of many great companies. 
That was one of the greatest tributes that the British 
public could pay to the Society as a body. Mr. Morris 
said he would not attempt to go into the virtues or vices 
of combines, but in his opinion one of the dangers of the 
combines was concentration and consolidation in a 
Head Office in London. He would like to see the head 
offices of South Wales combines settling either in Cardiff 
or in Newport and employing local firms to conduct their 
audits. In conclusion, he wished the Society God Speed 
and hoped that it would long continue to thrive. (Applause). 


Mr. E, Cassteton Ex.iorr (President of the Society 
of Incorporated Accountants and Auditors), in responding 
to the toast, thanked Mr. Temple Morris for the way in 
which he had proposed it. The subject of education for 
the profession of Incorporated Accountant was very dear 
to the hearts of the people of South Wales, and he found 
that as a general rule, when the examination results 
came out, South Wales had done remarkably well. 
Practising accountants had never ceased their education 
and they never would cease until they retired. In that 
connection he drew their attention to a suggestion which 
was shortly becoming a reality. A post-graduate 
course for young Incorporated Accountants was to be 
held in Cambridge in July. Mornings would be devoted 
to the discussion of subjects which vitally affected the 
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profession, and the lectures would be delivered by men 
who had been successful in their profession. The idea was 
that discussions should be opened in small groups. It was 
absolutely essential for the young Incorporated Accountant 
to gain all the knowledge he could, even after passing his 
examinations. He appealed to the practising accountants 
in South Wales to allow the younger members of their 
staffs to attend this course and not to deduct it from 
their annual holiday. The expense would not be great. 
He agreed with what Mr. Temple Morris had said with 
regard to the world-wide extent of the Society. In his 
opinion, if an Incorporated Accountant had an oppor- 
tunity of going abroad, he should take advantage of it 
without any hesitation whatever. He would find a real 
romance in accountancy if he had to practise it abroad. 
Language and customs made no difference, figures. the 
whole world over were the same. On the subject of 
discipline, Mr. Elliott said the occasions were very rare 
when they had to deal drastically with any member of 
the Society, but when necessity arose they did not hesitate 
to do what was right. So far as head offices of combines 
were concerned, he could understand that many were 
in London, but at the same time he was in agreement 
with Mr. Temple Morris that if the business belonged to 
South Wales the head office ought to be there and the 
business ought to be conducted by South Wales men. 
(Applause. ) 


The President then presented to students who had 
been successful in the Prize Essay scheme organised by 
the Stucent Sections, the Prizes which had been awarded 
to them, viz :—Cardiff: Ist Prize,Mr. J.T. Jones; 2nd 
Prize (divided), Mr. A. G. Pallot and Mr. W. R. 
Matthews ; best contribution to discussions, Mr. G. M. 
Richards. Newport: Ist prize, Mr. O. Honywood ; 
2nd Prize, Mr. W. W. Stanley. The Newport prize 
winners were the Librarian and the Secretary of the 
Newport Students’ Section. 


The CHarrMAN (Lieut.-Col. R. C. L. Thomas, M.C.), 
in proposing the toast of ** Our Guests,” said that while 
in other parts of the country trade was certainly improving, 
the improvement did not as yet appear to have reached 
South Wales. They were all looking forward to the 
Budget Speech, and he, for one, hoped that the cuts in 
unemployment relief would be restored. That would 
give more money to people who were badly in need of it, 
and the money would eventually find its way into the 
pockets of the retail traders. In a distressed area such 
as South Wales an improvement in the retail trade would 
help everyone else. With so many distinguished visitors 
it would be invidious to mention names, but he had 
the honour to couple with the toast the names of the 
Lord Mayor of Cardiff, as representing both the city and 
the trade and commerce of the Port; Mr. J. E. Emlyn- 
Jones, whom he hoped he might provoke to say something 
on the question of subsidies for shipping ; and also his 
friend and Commanding Officer, Col. L. Pugh Evans, V.C., 
C.M.G., whom he usually met on the top of a high hill in 
the rain. 


The Lorp Mayor or CarpirFr, in responding, referred 
to the continued industrial depression and said he agreed 
with Colonel Thomas in his hope that the cut in un- 
employment relief would be restored. Improved methods 
of manufacture were of little advantage unless the 
consumers had the means of reaping the benefits of the 
increased production. South Wales was the last to feel 
the return of prosperity. On behalf of the visitors, he 


thanked the Society for the hospitality extended to them. 
Mr. J. E. EMtyn-JONES, who also responded, referred 


to Mr. Temple Morris’s remarks on examinations, and 
wondered whether the Society of Incorporated Account- 
ants would admit to membership a candidate who, like 
some Members of Parliament, had only obtained 40 per 
cent. marks ? (Laughter.) Colonel Thomas had attempted 
to provoke him on the question of subsidies for shipping. 
He would only say, on the question of subsidies generally, 
that the nation had paid 40 million pounds in the last 
ten years to encourage the beet sugar industry. I, 
instead of subsidising the beet, we had paid all the labourers 
who had been engaged £2 a week for doing nothing, 
£3 a week to those engaged in the sugar factories for doing 
nothing ; given the farmer £3 an acre for not growing it 
and let him have the land for something else; if we 
had imported as much foreign sugar with duty as we 
produced at home, and distributed it free to the people 
of this country ; we should have been very much better 
off in pounds, shillings and pence. He agreed with the 
Lord Mayor of Cardiff on the need for increased spending 
power for the consumer. In his opinion, what we were 
faced with to-day was not over-production but under- 
consumption, and this problem was being aggravated by 
the erection of barriers against the freer circulation of 
commerce throughout the world. He for one would 
like to see the financial affairs of this country more largely 
in the hands of professional accountants, because he felt 
they were the proper custodians of the nation’s finances. 


Colonel L. Pucu Evans, V.C., C.M.G., thanked Colonel 
Thomas for coupling his name with the toast and voiced 
the hope that some of those present would follow the 
example set them by Col. Thomas in the interest he took 
in the work of the Territorial Force. 


During the evening Miss Hilda Salt, who was accom- 
panied by Mr. A. G. R. Langmaid, A.R.C.O., a member of 
the District Society, contributed a number of songs, 
whilst the string band of the Ist Rifle Battalion of the 
Monmouthshire Regiment (T.A.), by kind permission of 
Lieut-Col. R. C. L. Thomas and the officers, rendered 


a musical programme. 


Society of Incorporated Accountants and 
Auditors. 
(Scottish Branch.) 


ANNUAL MEETING. 


The annual meeting of the Members of the Scottish 
Branch was held in Glasgow on March 23rd. 


There were present: Mr. J. Stewart Seggie (President 
of the Branch) in the chair; Mr. Robt. T. Dunlop, Dr. 
John Bell and Mr. W. Davidson Hall, Vice-Presidents ; 
Mr. D. M. Muir, Dunfermline; Mr. Archd. Macintyre, 
J.P., Hamilton; Mr. W. J. Wood, Perth; Mr. J.T. 
Morrison, J.P., Coatbridge; Mr. E. Mortimer Brodie, 
Port Glasgow; Mr. D. R. Matheson, M.A., LL.B., 
Edinburgh; Mr. William Houston and Mr. P. G. S. 
Ritchie, Glasgow ; Mr. W. L. Pattullo, Dundee ; Mr. Jas. 
A. Scott, Kilmarnock; Mr. Robt. Fraser, Mr. John S. 
Gavin, Jr., Mr. E. H. Harris, and Mr. Alex. M. Shaw, 
Glasgow ; Mr. A. T. Innes and Mr. Jas. M. Roxburgh, 
Port Glasgow; Mr. Alex. Philip, Greenock ; Mr. H. Staveley 
Roberts, Glasgow ; Mr. J. Weir Neilson, Mr. R. J. Thursby, 
Mr. Jas. B. Hutcheson, Mr. Wm. B. McArthur and Mr. 
W. A. Eadie, Glasgow; Mr. A. G. G. Barclay, Coat- 
bridge; Mr. J. Stirling, B.L., Edinburgh; Mr. J. 
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Hawthorne Paterson, Greenock ; and Mr. James Paterson, 
Secretary. 


Apologies for absence were intimated from Mr. D. Hill 
Jack, J.P., and Mr. J. Cradock Walker, Glasgow; Mr. 
Walter MacGregor and Mr. Jas. C. Cessford, Edinburgh ; 
Mr. Alex. Davidson, Peterhead; Mr. J. O. Claxton, 
Galashiels, and others. 


In moving the adoption of the Annual Report, the 
Chairman made general reference to the state of the 
profession of accountants in Scotland at the present 
moment, and pointed out that the London Council of 
the Society in the past had done everything possible to 
secure registration of the profession. The question was 
a most difficult one, as the matter had to be viewed from 
different angles. The members could rest assured that 
their interests were being carefully watched and guarded 
by their representatives in London. 


Reference was also made by the Chairman to the 
Solicitors (Scotland) Act, which passed into law last year. 
This Bill, while promoted for the purpose of consolidating 
and amending the law relating to solicitors in Scotland, 
had certain clauses which appeared to the Scottish Council 
to seriously affect the accountancy profession in Scotland, 
and he thought the good work done by their Secretary 
should be recognised. Mr. Paterson had had many meetings 
with the promoters, and with members of the joint 
Committee of the Chartered Societies, and others, not 
only in Glasgow, but in Edinburgh and London, and no 
doubt it was largely due to the action taken by their 
Secretary that attention had been directed to the 
objectionable clauses, which were ultimately deleted and 
the law restored to the same position with regard to this 
particular matter as it was before the passing of the Bill. 


He had also great pleasure in referring to the paragraph 
in the Report relating to the receipt of a fifth payment of 
£4 from Mr. W. Davidson Hall, towards a fund for prizes. 
The thanks of the members were due to Mr. Hall for his 
generous action. They had not had any candidate in 
the Honours list for a few years, and a suggestion had been 
made by the Secretary, which Mr. Hall had kindly agreed 
to, that the Council should consider devoting a part of 
the money to prizes for essays or papers on suitable subjects. 
This, he considered, would be a good thing for the younger 
members, and the Council would give it their best con- 
sideration. 

The Chairman concluded by moving the adoption of 
the Report. This was seconded by Mr. D. M. Muir, 
and after remarks by various members, was unanimously 
adopted. 


A general discussion took place thereafter regarding 
various matters connected with the profession. On the 
motion of Mr. W. L. Pattullo, it was unanimously agreed 
to send a letter of sympathy to Mr. D. Hill Jack, ex- 
President of the Branch, and the oldest member of the 
Council, who was confined to his room through illness. 


On the motion of the Chairman, seconded by Mr. James 
A. Scott, the retiring Members of Council, Mr. P. G. S. 
Ritchie, Mr. William Houston and Mr. E. Hall Wight 
(Glasgow), and Mr. Archd. Macintyre, J.P. (Hamilton), 
were re-elected. 

Mr. W. A. Eadie moved and Mr. J. S. Gavin, Jr., 
seconded the re-election of the retiring Auditors, Mr. 
Robert Fraser and Mr. J. C. McMurray, which was 
unanimously agreed to. 

The meeting closed with a vote of thanks to the 
Chairman. 


Scottish Rotes. 


(FROM OUR CORRESPONDENT.) 


Reduced Interest Rate. 

Intimation has been made by the Managers of eight 
Scottish joint stock banks that, as from May Ist, it has 
been decided to reduce from 2} per cent. to 2 per cent. 
the rate to be allowed on Savings Accounts balances up 
to £500. The rate of 1 per cent. on excess over £500 is 
being continued as at present. 

This decision does not affect the Post Office Savings 
Bank and Trustees savings banks, which invariably pay 
24 per cent. on all deposits in the ordinary department. 

This step has become necessary, it is understood, by 
the long continued period during which the banks have 
been able to obtain only an abnormally low return in the 
utilisation of the money they have on deposit. 

Registration Fees—New Scale. 

By an Act of Sederunt of February 2nd, 1934, the Lords 
of Council and Session enacted and enjoined that after 
the passing of that Act a photographic process of copying 
writs might be introduced, in substitution for typing, 
in the Department of the Registers and Records of 
Scotland at such time or times as the Keeper of the 
Registers and Records might deem expedient. In that 
connection an amended scale of registration and searching 
fees has been prepared and duly approved to operate 
from April Ist. 

The tables show that in the General Register of Sasines 
the registration fees vary from 15s. where the value of 
the property does not exceed £200, up to £50 where 
the value exceeds £100,000. For extracts a fee of 2s. 
is charged for each page or part of a page reproduced by 
photography of a writ or record volume. 

Municipal Savings Bank. 

The General Finance Committee of the Glasgow Corpora- 
tion have approved in principle the establishment of 
a municipal savings bank. A recommendation to that 
effect was before the Committee last month from a Sub- 
committee appointed to consider the matter. They 
proposed :— 

(1) That the Council, so far as they could competently 
do so, enter into arrangements for facilitating the 
carrying on, through the agency of a company 
incorporated under the Companies Act, 1929, a 
savings bank on similar lines to the banks carried 
on by companies incorporated at Kirkintilloch, 
Irvine and elsewhere; the membership of the 
company to be limited to members of the Council ; 

(2) That in the next Provisional Order to be promoted 
by the Council provision be inserted to authorise 
the Council to carry on a municipal savings bank. 

(3) That provision be made in the Order that on such 
a bank being established the business of the 
company be taken over by the bank ; and 

(4) That on approval thereof by the Council it be 
remitted back to this sub-committee to carry into 
effect the arrangements referred to in Paragraph 1. 

The recommendation was approved by a majority, but 
as the decision involves a change of policy it will require 
to come before the Council for ratification before it becomes 
effective. 

Glasgow is the headquarters of the largest Trustee 
Savings Bank in Britain, and therefore there is not the same 
reason for a Municipal Bank as there was at Birmingham. 
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profession, and the lectures would be delivered by men 
who had been successful in their profession. The idea was 
that discussions should be opened in small groups. It was 
absolutely essential for the young Incorporated Accountant 
to gain all the knowledge he could, even after passing his 
examinations. He appealed to the practising accountants 
in South Wales to allow the younger members of their 
staffs to attend this course and not to deduct it from 
their annual holiday. The expense would not be great. 
He agreed with what Mr. Temple Morris had said with 
regard to the world-wide extent of the Society. In his 
opinion, if an Incorporated Accountant had an oppor- 
tunity of going abroad, he should take advantage of it 
without any hesitation whatever. He would find a real 
romance in accountancy if he had to practise it abroad. 
Language and customs made no difference, figures. the 
whole world over were the same. On the subject of 
discipline, Mr. Elliott said the occasions were very rare 
when they had to deal drastically with any member of 
the Society, but when necessity arose they did not hesitate 
to do what was right. So far as head offices of combines 
were concerned, he could understand that many were 
in London, but at the same time he was in agreement 
with Mr. Temple Morris that if the business belonged to 
South Wales the head office ought to be there and the 
business ought to be conducted by South Wales men. 
(Applause.) 


The President then presented to students who had 
been successful in the Prize Essay scheme organised by 
the Stucent Sections, the Prizes which had been awarded 
to them, viz :—Cardiff: 1st Prize,Mr. J.T. Jones; 2nd 
Prize (divided), Mr. A. G. Pallot and Mr. W. R. 
Matthews ; best contribution to discussions, Mr. G. M. 
Richards. Newport: Ist prize, Mr. O. Honywood ; 
2nd Prize, Mr. W. W. Stanley. The Newport prize 
winners were the Librarian and the Secretary of the 
Newport Students’ Section. 


The CHarrMAN (Lieut.-Col. R. C. L. Thomas, M.C.), 
in proposing the toast of ** Our Guests,” said that while 
in other parts of the country trade was certainly improving, 
the improvement did not as yet appear to have reached 
South Wales. They were all looking forward to the 
Budget Speech, and he, for one, hoped that the cuts in 
unemployment relief would be restored. That would 
give more money to people who were badly in need of it, 
and the money would eventually find its way into the 
pockets of the retail traders. In a distressed area such 
as South Wales an improvement in the retail trade would 
help everyone else. With so many distinguished visitors 
it would be invidious to mention names, but he had 
the honour to couple with the toast the names of the 
Lord Mayor of Cardiff, as representing both the city and 
the trade and commerce of the Port; Mr. J. E. Emlyn- 
Jones, whom he hoped he might provoke to say something 
on the question of subsidies for shipping ; and also his 
friend and Commanding Officer, Col. L. Pugh Evans, V.C., 
C.M.G., whom he usually met on the top of a high hill in 
the rain. 


The Lorp Mayor or Carptrr, in responding, referred 
to the continued industrial depression and said he agreed 
with Colonel Thomas in his hope that the cut in un- 
employment relief would be restored. Improved methods 
of manufacture were of little advantage unless the 
consumers had the means of reaping the benefits of the 
increased production. South Wales was the last to feel 
the return of prosperity. On behalf of the visitors, he 
thanked the Society for the hospitality extended to them. 


Mr. J. E. EMtyn-JoNneES, who also responded, referred 


to Mr. Temple Morris’s remarks on examinations, and 
wondered whether the Society of Incorporated Account- 
ants would admit to membership a candidate who, like 
some Members of Parliament, had only obtained 40 per 
cent. marks ? (Laughter.) Colonel Thomas had attempted 
to provoke him on the question of subsidies for shipping. 
He would only say, on the question of subsidies generally, 
that the nation had paid 40 million pounds in the last 
ten years to encourage the beet sugar industry. If, 
instead of subsidising the beet, we had paid all the labourers 
who had been engaged £2 a week for doing nothing, 
£3 a week to those engaged in the sugar factories for doing 
nothing ; given the farmer £3 an acre for not growing it 
and let him have the land for something else; if we 
had imported as much foreign sugar with duty as we 
produced at home, and distributed it free to the people 
of this country ; we should have been very much better 
off in pounds, shillings and pence. He agreed with the 
Lord Mayor of Cardiff on the need for increased spending 
power for the consumer. In his opinion, what we were 
faced with to-day was not over-production but under- 
consumption, and this problem was being aggravated by 
the erection of barriers against the freer circulation of 
commerce throughout the world. He for one would 
like to see the financial affairs of this country more largely 
in the hands of professional accountants, because he felt 
they were the proper custodians of the nation’s finances. 


Colonel L. PuGu Evans, V.C., C.M.G., thanked Colonel 
Thomas for coupling his name with the toast and voiced 
the hope that some of those present would follow the 
example set them by Col. Thomas in the interest he took 
in the work of the Territorial Force. 


During the evening Miss Hilda Salt, who was accom- 
panied by Mr. A. G. R. Langmaid, A.R.C.O., a member of 
the District Society, contributed a number of songs, 
whilst the string band of the Ist Rifle Battalion of the 
Monmouthshire Regiment (T.A.), by kind permission of 
Lieut-Col. R. C. L. Thomas and the officers, rendered 


a musical programme. 


Society of Incorporated Accountants and 


Auditors. 
(Scottish Branch.) 


ANNUAL MEETING. 


‘The annual meeting of the Members of the Scottish 
Branch was held in Glasgow on March 23rd. 


There were present: Mr. J. Stewart Seggie (President 
of the Branch) in the chair; Mr. Robt. T. Dunlop, Dr. 
John Bell and Mr. W. Davidson Hall, Vice-Presidents ; 
Mr. D. M. Muir, Dunfermline; Mr. Archd. Macintyre, 
J.P., Hamilton; Mr. W. J. Wood, Perth; Mr. J.T. 
Morrison, J.P., Coatbridge; Mr. E. Mortimer Brodie, 
Port Glasgow; Mr. D. R. Matheson, M.A., LL.B., 
Edinburgh; Mr. William Houston and Mr. P. G. S. 
Ritchie, Glasgow ; Mr. W. L. Pattullo, Dundee ; Mr. Jas. 
A. Seott, Kilmarnock ; Mr. Robt. Fraser, Mr. John S. 
Gavin, Jr., Mr. E. H. Harris, and Mr. Alex. M. Shaw, 
Glasgow ; Mr. A. T. Innes and Mr. Jas. M. Roxburgh, 
Port Glasgow ; Mr. Alex. Philip, Greenock ; Mr. H. Staveley 
Roberts, Glasgow ; Mr. J. Weir Neilson, Mr. R. J. Thursby, 
Mr. Jas. B. Hutcheson, Mr. Wm. B. McArthur and Mr. 
W. A. Eadie, Glasgow; Mr. A. G. G. Barclay, Coat- 
bridge; -Mr. J. Stirling, B.L., Edinburgh; Mr. J. 
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Hawthorne Paterson, Greenock ; and Mr. James Paterson, 
Secretary. 


Apologies for absence were intimated from Mr. D. Hill 
Jack, J.P., and Mr. J. Cradock Walker, Glasgow ; Mr. 
Walter MacGregor and Mr. Jas. C. Cessford, Edinburgh ; 
Mr. Alex. Davidson, Peterhead; Mr. J. O. Claxton, 
Galashiels, and others. 


In moving the adoption of the Annual Report, the 
Chairman made general reference to the state of the 
profession of accountants in Scotland at the present 
moment, and pointed out that the London Council of 
the Society in the past had done everything possible to 
secure registration of the profession. The question was 
a most difficult one, as the matter had to be viewed from 
different angles. The members could rest assured that 
their interests were being carefully watched and guarded 
by their representatives in London. 


Reference was also made by the Chairman to the 
Solicitors (Scotland) Act, which passed into law last year. 
This Bill, while promoted for the purpose of consolidating 
and amending the law relating to solicitors in Scotland, 
had certain clauses which appeared to the Scottish Council 
to seriously affect the accountancy profession in Scotland, 
and he thought the good work done by their Secretary 
should be recognised. Mr. Paterson had had many meetings 
with the promoters, and with members of the joint 
Committee of the Chartered Societies, and others, not 
only in Glasgow, but in Edinburgh and London, and no 
doubt it was largely due to the action taken by their 
Secretary that attention had been directed to the 
objectionable clauses, which were ultimately deleted and 
the law restored to the same position with regard to this 
particular matter as it was before the passing of the Bill. 


He had also great pleasure in referring to the paragraph 
in the Report relating to the receipt of a fifth payment of 
£4 from Mr. W. Davidson Hall, towards a fund for prizes. 
The thanks of the members were due to Mr. Hall for his 
generous action. They had not had any candidate in 
the Honours list for a few years, and a suggestion had been 
made by the Secretary, which Mr. Hall had kindly agreed 
to, that the Council should consider devoting a part of 
the money to prizes for essays or papers on suitable subjects. 
This, he considered, would be a good thing for the younger 
members, and the Council would give it their best con- 
sideration. 

The Chairman concluded by moving the adoption of 
the Report. This was seconded by Mr. D. M. Muir, 
and after remarks by various members, was unanimously 
adopted. 


A general discussion took place thereafter regarding 
various matters connected with the profession. On the 
motion of Mr. W. L. Pattullo, it was unanimously agreed 
to send a letter of sympathy to Mr. D. Hill Jack, ex- 
President of the Branch, and the oldest member of the 
Council, who was confined to his room through illness. 


On the motion of the Chairman, seconded by Mr. James 
A. Scott, the retiring Members of Council, Mr. P. G. S. 
Ritchie, Mr. William Houston and Mr. E. Hall Wight 
(Glasgow), and Mr. Archd. Macintyre, J.P. (Hamilton), 
were re-elected. 

Mr. W. A. Eadie moved and Mr. J. S. Gavin, Jr., 


seconded the re-election of the retiring Auditors, Mr. 
Robert Fraser and Mr. J. C. McMurray, which was 


unanimously agreed to. 
The meeting closed with a vote of thanks to the 
Chairman. 


Scottish Rotes. 


(FROM OUR CORRESPONDENT.) 


Reduced Interest Rate. 

Intimation has been made by the Managers of eight 
Scottish joint stock banks that, as from May Ist, it has 
been decided to reduce from 2} per cent. to 2 per cent. 
the rate to be allowed on Savings Accounts balances up 
to £500. The rate of 1 per cent. on excess over £500 is 
being continued as at present. 

This decision does not affect the Post Office Savings 
Bank and Trustees savings banks, which invariably pay 
24 per cent. on all deposits in the ordinary department. 

This step has become necessary, it is understood, by 
the long continued period during which the banks have 
been able to obtain only an abnormally low return in the 
utilisation of the money they have on deposit. 

Registration Fees—New Scale. 

By an Act of Sederunt of February 2nd, 1934, the Lords 
of Council and Session enacted and enjoined that after 
the passing of that Act a photographic process of copying 
writs might be introduced, in substitution for typing, 
in the Department of the Registers and Records of 
Scotland at such time or times as the Keeper of the 
Registers and Records might deem expedient. In that 
connection an amended scale of registration and searching 
fees has been prepared and duly approved to operate 
from April Ist. 

The tables show that in the General Register of Sasines 
the registration fees vary from 15s. where the value of 
the property does not exceed £200, up to £50 where 
the value exceeds £100,000. For extracts a fee of 2s. 
is charged for each page or part of a page reproduced by 
photography of a writ or record volume. 


Municipal Savings Bank. 

The General Finance Committee of the Glasgow Corpora- 
tion have approved in principle the establishment of 
a municipal savings bank. A recommendation to that 
effect was before the Committee last month from a Sub- 
committee appointed to consider the matter. They 
proposed :— 

(1) That the Council, so far as they could competently 
do so, enter into arrangements for facilitating the 
carrying on, through the agency of a company 
incorporated under the Companies Act, 1929, a 
savings bank on similar lines to the banks carried 
on by companies incorporated at Kirkintilloch, 
Irvine and elsewhere; the membership of the 
company to be limited to members of the Council ; 

(2) That in the next Provisional Order to be promoted 
by the Council provision be inserted to authorise 
the Council to carry on a municipal savings bank. 

(3) That provision be made in the Order that on such 
a bank being established the business of the 
company be taken over by the bank ; and 

(4) That on approval thereof by the Council it be 
remitted back to this sub-committee to carry into 
effect the arrangements referred to in Paragraph 1. 

The recommendation was approved by a majority, but 
as the decision involves a change of policy it will require 
to come before the Council for ratification before it becomes 
effective. 

Glasgow is the headquarters of the largest Trustee 
Savings Bank in Britain, and therefore there is not the same 
reason for a Municipal Bank as there was at Birmingham. 
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Unincorporated Bodies—Bankruptcy. 

Important points in bankruptcy law in relation to 
clubs were dealt with in a recent case which came before 
the Sheriff Court at Dunfermline. 

A petition for sequestration of the estates of a Golf 
club was presented by one of the loan subscribers of the 
club. The Sheriff sequestrated the estates of the club, 
and the office-bearers and members of committee of the 
club, as such (but presumably not as individuals), and 
appointed the creditors to hold a meeting to appoint a 
trustee or trustees. 

The main defences to the petition were :—(1) That there 
was no jurisdiction because the club did not “ carry on 
business’; (2) that the club, being an unincorporated 
association, could not be made notour bankrupt; and 
(3) that the club could not be sequestrated because it 
did not fall within any of the categories to which the 
statute applies. 

Dealing with the first defence, the Sheriff, in a note to 
his interlocutor, said he should have thought that, after 
the decision of Wotherspoon and Another v. Burgh of 
Linlithgow (2M, 348), such a defence—at any rate when the 
defender had a legal persona—would be regarded as 
unstateable. A political or social club, a golf or lawn 
tennis club, or any other kind of club, might carry on the 
business of running a club just as a baker or grocer could 
carry on the business of running a baker’s or grocer’s shop. 

And this was a particularly unfortunate case in which 
to put forward such a defence. It was not denied that part 
of the income of the club was derived from providing 
facilities for golf to persons who were strangers to the club, 
and who, in return for a small fee, were allowed the 
privilege of playing over the course and the use of the 
clubhouse as ‘ancillary thereto. The words “carry on 
business ’ in the statute had certainly no restriction to 
trade. 

Repelling the other defences, his Lordship said that the 
position of unincorporated associations appeared to him 
to have been radically altered by the Sheriff Courts 
(Scotland) Acts, 1907 and 1913. Schedule I, Rule II, 
definitely gave to associations carrying on business under 
a descriptive name a persona standi in judicio in the 
Sheriff Court. 


Rotes on Legal Cases. 


COMPANY LAW. 


Kleinwort, Sons & Co. v Associated Automatic 
Machine Corporation. 
Certification of Transfers. 

The House of Lords held that where in fact the secretary 
of a company is permitted to certify transfers, his authority 
in that behalf only extends to acknowledging the receipt 
of certificates which are in fact lodged, and, if he certifies 
a transfer when no certificate has in fact been lodged, his 
statement in that behalf is not in law the statement of 
the company. 

H.L. ; (1934) 50 T.L.R., 244.) 


In Re Allen, Craig & Co. (London), Limited. 
Presentation of Auditor's Report. 

By sect. 134 of the Companies Act, 1929: ‘“ The 
auditors shall make a report to the members on the 
accounts examined by them, and on every balance sheet 
laid before the company in general meeting during their 
tenure of office.” 

Bennett (J.) held that if the plain meaning was to be 
given to the words “the members,” it would seem that: 
the auditors were obliged to make their report to every 
member of the company. In his opinion the words meant 
members assembled at the general meeting, and the duty 


of the auditors was confined to forwarding their report 
to the secretary of the company. 
(Ch. ; (1934) W.N., 68.) 


INSOLVENCY. 
Harman v. Official Receiver. 
Rescinding Order of Court on Terms. 


The appellant was adjudicated bankrupt, and he 
appealed to the Court of Appeal, which allowed his appeal 
on terms. Later he applied to the Court of Appeal for 
an extension of the time for carrying out the terms, but 
that Court refused an extension, restored the order of 
adjudication, and refused leave to appeal to the House 
of Lords from the restoration order. The appellant, 
nevertheless, appealed to the House of Lords from the 
restoration order and contended that the only Courts 
having jurisdiction in bankruptcy that could vary their 
orders in bankruptcy under sect. 108 of the Bankruptcy 
Act, 1914, were the High Court and the County Courts, 
and that therefore the restoration order was a nullity 
and was not an order in bankruptcy and no leave to appeal 
was required. 

It was held by the House of Lords that if the restoration 
order was a nullity the House could not deal with it, and 
if it was not a nullity it must be treated as an order in 
bankruptcy, and under sect. 108 no appeal lay without 
the leave of the Court of Appeal. 

(H.L. ; (1934) W.N., 45.) 


REVENUE 
Neumann v. Inland Revenue Commissioners. 
Untaxed Income of Company. } 

The appellant was a shareholder in a company owning 
property in London. The company was assessed to 
income tax under Schedule A, and it was also assessed 
on its profits under Schedule D. The assessment under 
Schedule D included rents, but an allowance was made 
for the amount of the assessment under Schedule A. 
Ultimately, the House of Lords held in Fry v. Salisbury 
House Estate (1930, A.C., 432) that the rents could not be 
brought into computation under Schedule D. Thereupon 
the company, which during the litigation had been putting 
aside an income tax reserve, distributed a further dividend 
out of the fund which remained after the distribution of 
profits. The appellant was assessed to surtax on his share 
of the further dividend. 

It was held by the House of Lords, affirming the 
decision of the Court of Appeal (see Incorporated Account- 
ants’ Journal, April, 1933, p. 258), that as the above fund, 
though not directly charged, arose from a source which 
had suffered its appropriate charge under Schedule A, 
the appellant was liable to be assessed to surtax on the 
amount actually received by him in respect of his share 
of the further dividend. 

(H.L. ; (1934) 50 T.L.R., 246.) 


Williams v. Trustees of W. W. Grundy. 
Additional Assessment. 

Trustees under a will in making a return to income tax 
of the trust income stated in error, but in good faith, that 
by reason of the provisions of the will, which they misread, 
the income was not liable to income tax, and after pro- 
duction of the will and full discussion with them the 
inspector of taxes agreed, and no assessment was made. 
His successor discovered this error, and additional assess- 
ments were made on the trustees in respect of the above 
income. 

It was held that the inspector (who was treated as if 
he were the first inspector) had “‘ discovered ” that profits 
chargeable to tax had “ been omitted” from the first 
assessments within the meaning of sect. 125 (1) of the 
Income Tax Act, 1918, notwithstanding his failure to 
discover it at the time of the first assessments, and that, 
consequently, the Commissioners had power to make the 
additional assessments. 

(K.B. ; (1984) 1 K.B. 524.) 


= SS a 
os | 
So 
AV 
Fe 
Co 
Ot 
So 
Pr 
In 
Pr 
Fir 
Ch 
Co 
Ec 
Qu 
Re 
Di 
Ser 
Le 
ee 
A 
hi 
Sl 
a M 
E 
P 
al 
H 
( 
— V 
of 
Tl 
R 
al 
WwW 


